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Wage Policy in the Making 


In this issue we bring up to date the history, "Wages Up— 
Any Way You Look at Them,” published in the October, 
1950, Record. That account surveyed the postwar period up 
to Korea. The present article, covering the Korea period to 
date, could have borne the same title. So far, under the 
stabilization program, factory wages are being allowed to 
rise—what with one adjustment or another—about 15%, 
which is 5% more than the original ceiling placed on direct 
wage increases. Furthermore, factory wages have kept pace 
with rising living costs. 

Just what will be allowed tomorrow, next week, next 
month? What further widening, if any, of the base for in- 
creases—direct and indirect—will the Wage Stabilization 
Board permit? How acceptable are cost-of-living increases? 
Some unions are strongly opposed to them—the Steelworkers, 
for example. What about the use of productivity as a 
measure? 

Background and perspective for many of the wage ques- 
tions of today are furnished in “Workers’ Earnings Under 
Stabilization” on page 414. 


In Two Directions 


Business figures for the past two months have drawn a 
delicate balance between waning recession in the civilian 
sector and steady advance in rearmament. From here to 
the defense peak, says our Business Highlights commenta- 
tor, it would be reasonable to expect “a positive linkage 
between defense and private business, with both moving 
the same way.”’ But the critical delay in tying the link has 
cast still more doubt on prophecies of serious inflation ahead. 


Food for Thought 


It doesn’t require a look at index numbers to find out that 
it takes a lot of money to buy food these days. But a look 
at the statistics can shed some light on whether the amount 
the consumer spends on food has cut into his buying power 
for other things. This is one of the questions that popped 
into people’s minds in connection with the retail slow- 
down that began early this year. A study of the figures 
available fails to give any clearcut answer. It would seem 


Copyright 1951 by 
National Industrial Conference Board, Inc. 


Vol. VIII, No. 11 


Record « 


that the expansion of employment since the early part of 
1950 meant an unequal distribution of the increase in income 
and that these added workers played an important part in 
maintaining over-all markets. While average food prices 
rose substantially during this period, so did some other 
prices. In fact, the rise in housefurnishings was greater than 
that in food. But then people eat several times every day 
and spend money much less often to furnish the house. So 
the rise in food has special significance for the average 
family. An exploratory study of the impact of food prices 
on general buying is undertaken beginning on page 426. 
The second part gives specific attention to food prices them- 
selves. 
eee 


On the Expansion Front 


Edgar M. Hoover, of the Council of Economic Advisers, 
gives his opinion of the capital goods market starting on 
page 411. “We can look for a continued high level in the 
defense-related industries, with perhaps a slow rise,” he 
says. But “other kinds of equipment and construction out- 
lays—and here we can include residential and institutional 
construction, too—will show,” he believes, “a further decline 
as we go into 1952.” So what then? For the short run he 
feels the answer lies in the structural steel situation; for 
the long term he looks to other industries for the answer. 
Today’s capital goods market he sees as dominantly shaped 
by government controls and policy. 


Thorny Problem of Credit Controls 


Remember that “full accord” which was to bring an end 
to the conflict between the Federal Reserve and the Treas- 
ury? We were not told very much about its nature at the 
time it was announced, and have not been greatly enlight- 
ened since. Are we entitled to assume that the Reserve 
authorities have found a means by which they may em- 
ploy effective general monetary controls based on open 
market operations—and still not upset the Treasury’s apple 
cart? Or does the unbalanced structure of the federal debt 
still offer a major obstacle to a flexible monetary policy? 
Or will “central banking” in this country resort more and 
more to special controls of one sort or another? 

For a balanced analysis of such questions by Professor 
J. Brooke Willis, of Columbia University and the Chase 
National Bank, turn to page 436. 
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Business Highlights 


HOW FAR TO THE PEAK #? 


Inflationary forces are apparently regrouping, but the fact remains 
they have lost much ground in the last eight months 


milling around without much direction. 

While the civilian recession has apparently 
worked off its energy, it has left in its wake high inven- 
tories, uncertain and cautious buying policy, price dis- 
locations, idle capacity, and more or less serious unem- 
ployment in areas which are concentrated in the 
production of consumer goods (textiles, leather prod- 
ucts, homefurnishings) . 

At the same time, government spending for defense 
has risen well above $40 billion (annual rate); pro- 
curement alone is now running over $20 billion. (By 
the end of the year, procurement expenditures may be 
nearly equal to the rate of private investment in plant 
and equipment.) Engineers and skilled machine 
workers are scarce even in areas that have a general 
labor surplus. Supplies of the three key metals— 
steel, copper and aluminum—have apparently tight- 
ened further, and a new squeeze, particularly on the 
nonferrous metals, is in prospect for early 1952. 

These conflicting pulls on the economy have, of 
course, been operating ever since last March. But 
throughout the second quarter and during much of the 
third quarter, the civilian decline more than out- 
weighed the advance of defense. Now that the civil- 
ian sector has approached a flattening of its private 
recession, a balance of opposing forces has been re- 
stored. And if the remnants of the recession dwindle 
away in the next few months, as many now expect, 
the private sector should become more and more re- 
sponsive to the external influence of the defense 
buildup. 


bo THE PAST two months business has been 


A ROUGH BALANCE 


The past two months have thus seen a rough bal- 
ance—between waning recession and growing defense 
—replacing the criss-cross trends of the preceding 
four months. And it seems logical to expect for the fu- 
ture a positive linkage between defense and private 
business, with both moving the same way. Such a 
positive linkage was expected a year ago. The delay 
is owing to the violence of buyers’ reactions after 
Korea and to the fact that private business was evi- 
dently operating within arm’s length of an important 
cyclical peak when Korea happened. 
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The emerging positive connection between defense 
and consumer business already shows up in a number 
of important figures. A sharp change in savings, for 
example, was one of the major elements in the private 
recession. In the second quarter savings expanded 
at a remarkable rate, as defense drove income up and 
recession drove spending down. But in the third 
quarter the volume of savings was apparently little 
changed;! the bulk of the increase in disposable in- 
come was reflected in the spending figures. From 
here to the peak of the defense effort some part of 
new income flowing to the consumer should seek a 
spending outlet. There is no reason now to think 
that the divergent trends of income and expenditure 
that featured the second quarter will recur for the 
next several quarters. (See chart, page 408.) 

The same kind of reforming is taking place in prices, 
a second area where the civilian recession overpowered 
the growth of defense. The sharp drop in materials 
prices after February is still being digested in some re- 
tail lmes—witness recent downward movements in 
prices of some apparel and shoes. But while adjust- 
ment at the retail level to the commodity fall is still 
going on, a new wave of strength has apparently 
started at the raw-material level. (See chart, page 407.) 
The same factors that turned price indexes down in 
March are beginning to build them up now. Market- 
controlled prices are firming instead of falling. Ceilings 
on tight defense materials and some civilian raw 
materials are going up, instead of down. Import prices 
are no longer weak; in some cases moderate further 
rises may be forthcoming. Steel—the basic price of a 
defense economy—may be in for a rise to reflect 
higher wages and other accumulated costs, and may 
carry much of the hard goods sector with it. 

For the past two months, the reforming of the price 
level around current demands has struck a balance of 
up-and-down movements, so that general averages 
have been more or less stationary. But as defense de- 
mands mount further, they may carry civilian de- 
mand up with them, and a steady upward pressure 
could well develop. 

Thus coming months may finally mark the renewal 
of the kind of inflationary pressures which government 


1Based on preliminary figures. 
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agencies have been expecting for the past eight 
months. But the critical delay in the resumption of 
these pressures has by now accumulated some impor- 
tant implications as to their ultimate severity! To 
continue to treat the private recession as a breathing 
spell, and thereby to assume that inflation will pick up 
where it left off last February, would be to ignore a 
valuable lesson. Specifically, it would ignore the 
special state of consumer markets today, and the prog- 
ress that defense has made during the recession. 


UNUSUAL KIND OF RECOVERY 


The combination of recent savings and price figures 
suggests that retail trade has been experiencing an 
unusual kind of recovery, stemming mainly from 
advancing income rather than declining prices. 
Whether such an adjustment, now in progress, will 
take an unusual course is hard to say, but at least two 
differences appear possible. In the first place, down- 
ward price movements not only tend to expand the 
purchasing power of a given income; they also raise 
the real value of liquid assets. A given percentage 


1For some of the factors that may limit their short-term 
severity, see Business Highlights for September and October. 
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decline in retail prices thus bolsters a consumer’s po- 
sition in two ways at the same time. But the same 
percentage rise in income, while it would yield the 
same rise in real disposable income, leaves the real 
value of existing assets untouched.1 It does not ac- 
tivate the reservoir of consumers’ liquid holdings which 
provided much of the inflationary push of the post- 
war period, and which have been more or less dormant 
for eight months. 

The recovery of retail trade based on increasing in- 
come may thus be less sharp than might result from 
a comparable decrease in prices. (It has certainly been 
less than sharp so far.) 


At the same time such a recovery is likely to be 
spotty geographically. Price adjustments running 
from the manufacturing to the retail level tend to be 
geographically uniform; when a factory in Topeka 
lowers its prices for washing machines, consumers 
in Oregon and Florida find their real income enhanced. 
But if prices are stable and income rises, only those 


1Part of the explanation for the extremely high savings rate of the 
past several months may lie in the fact that in the absence of the 
decline in retail prices that usually accompanies recession, the only 
way the consumer could increase the purchasing power of his liquid 
holdings was to add to them substantially. 
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areas that participate in the rise in dollar income 
enjoy any rise in real income. 


In recent months such rises have been principally in 
government salaries (Washington and in and around 
army stations), farm income (in and around rural 
areas), and heavy industry (in and around defense 
and machine-tool centers: Ohio, Michigan, California, 
etc.). 


In the fourth quarter of 1950 and the second 
quarter of 1951, the savings rate expanded 
sharply, as income advanced and spending de- 
clined. In part at least, the criss-cross trends 
of income and outgo were reactions to the buy- 
ing waves of preceding quarters. In the third 
quarter, savings continued high, as a small in- 
crease in income was accompanied by a rough- 
ly equal advance in spending. 
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Billions of dollars seasonally adjusted at annual rate: third-quarter, 1951, data 
estimates by the Council of Economic Advisers 


Sources: Department of Commerce; Council of Economic Advisers 


For the months ahead, this spotty character may 
continue, until or unless areas concentrating in con- 
sumer goods (New England, the industrial South) 
gradually gear to higher levels of output and payrolls. 


Barring any major break in the dike of wage con- 
trols, the rise in the dollar value of consumer spend- 
ing may continue to be steady and sluggish, rather 
than sharply inflationary. This view is supported, for 
most analysts, by several other considerations. Con- 
sumer sale and loan credit outstanding has not 
changed much in recent months (the August jump ap- 
parently reflected, in part, holdover purchases from 
July, to take advantage of easier credit terms effective 
August 1.) But the repayment rate has risen steadily, 
as more and more of the outstanding debt has come to 
represent borrowing on Regulation W terms. It 
seems probable now that even without any increase 
in the outstanding debt, monthly repayments, which 
were running at an annual rate of about $20 billion in 
the second quarter, will continue to rise until the end 
of the year and perhaps beyond. That represents a 
growing drain on consumer income. 


Again, the rise of more than 10% in personal taxes 
effective November 1—unfortunately close to Christ- 
mas—could dampen the retail gaiety of the holiday 
season, particularly for those numerous wage and 
salary earners who will not have enjoyed an offsetting 
rise in income. Uncertainty as to future taxes and un- 
certainty as to the course of prices for nondeferable 
purchases—food, rent, many services—have kept, and 
may still keep, the consumer in frequent touch with 
his bank balance. 


NO GALLOPING DISEASE HERE 


At the same time, a number of retail specialists still 
think that stocks in the hands of consumers are high. 
They point to the fact that civilian demand was satu- 
rated at a time when the economy was operating close 
to full employment, and that there has been no major 
influx of new employment in recent months? 

These factors do not suggest a consumer sector 
ravenously in need of goods and anxious to part with 
its money. There is as yet little reason to look in the 
consumer area for the prospective source of any gallop- 
ing inflation in the near future—again assuming that 
the wage dike holds—particularly since inventories 
of durables, the only kind of goods for which the 
shortage argument now has any strength at all, are 
still substantial. 

The business sector likewise shows no sharp infla- 

1That does not mean that total disposable income will decline. 


A relatively small increase in employment, or a rise in factory hours 
worked, could offset the relatively small increase in the total tax. 


_ *If such a rise in employment were to occur in the months ahead, 
it could alter the picture. Additions to employment mean a sudden 
and sharp rise in the spendable income of affected family units, 
rather than the widespread but small rises that result from increases 
In wage rates. 
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tionary tendencies now. In the nondefense area any 
considerable buying for inventory is not apparent; 
caution still prevails in the offices of purchasing agents. 
And in the defense sector the continuing accumula- 
tion of inventory has special connotations. Apparently 
deliveries of raw materials to producers of defense 
goods are still moving more rapidly than deliveries of 
finished defense goods to the government. As far as 
raw materials are concerned—and that includes steel 
—current allotments are apparently sufficient to sup- 
port a delivery rate well above the current $20 billion. 
And liquidation of inventory could permit even higher 
delivery rates.1 Current allotments thus in a sense 
anticipate the inflationary impact of a defense spend- 
ing rate which may not materialize until early 1952.” 

Again, eight months ago much of the rise in busi- 
ness spending for plant and equipment lay ahead. 
Now it is very possibly at its peak. And in the inter- 
vening months something like $13 billion in plant and 
equipment has been added to the nation’s capacity. 


INVESTMENT PICTURE 


In many quarters some easing in investment is ex- 
pected in the latter half of 1952. Steel for plant ex- 
pansion programs is expected to be in reasonably good 
supply by late in 1952—which at least suggests that 
the steel industry’s demands for its own expansion 
program will have less urgency. (Recent statements 
by steel executives make it clear that the industry 
feels it is already close to an economic capacity level, 
even for the defense economy.) 

By mid-1952 it is also possible that the machine- 
tool industry—which still recalls ruefully its problems 
of excess capacity after World War II—may grow re- 
luctant to recreate those problems. Nondefense in- 
dustry has just had a painful eight-month lesson in the 
adequacy of its capacity. The railroads, which have 
a record of difficult financial problems in between na- 
tional emergencies, may find some retrenchment ad- 
visable, although tax incentives and the recent cur- 
tailment of their steel allotments may have delayed 
the date. Prospective profits under present taxes, and 
possible further rises in money costs, suggest the pos- 


sibility of a less favorable atmosphere for investment. 


Finally, there is beginning to emerge a whole new 
picture of what total output could be like in the next 
several quarters if the business system is put under 


' severe pressure. Eight months ago the outlook was 


for a halting and struggling rise. But in September, 
with the industrial production index at a level of 220 
—better than the best figure for the last half of 1950, 
and about 1% below the best quarterly average since 


1See charts, October Business Record, page 367. ; 

2The continuing rise of inventories in defense industries—in spite 
of CMP—explains Mr. Fleischmann’s recent decision that existing 
inventory must in the near future be tied into the allotment process. 
The steel industry itself has been advocating such a rationalization 
for some time. 
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The Three Price Levels 
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The sharp descent of spot prices came to a halt in 
late summer, as did the more moderate decline of 
the wholesale price level. Retail prices have held 
firm throughout the adjustment that started in March. 
The declines of spot-market and wholesale prices have 
erased much of the tightness that was built into the 
price structure by the relatively sharp rises after Korea. 
Relationships of prices—spot-market to wholesale and 
wholesale to retail—are still somewhat high by pre- 
Korea standards, but have been stable in recent 
months. (Bureau of Labor Statistics; Department of Commerce) 
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The Farmer: Smaller Margin, Bigger Profit 
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Korea—the economy was under little or no pressure 
except in the metals area. Capacity is idle in a wide 
range of consumer industries, and in a number of raw 
materials, and the rate of completions of defense plants 
is on the rise. Unemployment in Detroit is close to 
serious proportions, although car output is still not 
very much below demand. Hours worked in manu- 
facturing generally are perhaps 5% below reasonable 
expectations for a defense economy. 


WHO'S CHASING WHAT? 


Even with no increase in productivity, the possible 
further expansion of output in both civilian and de- 
fense lines! is enough to cast growing doubt on those 
prophecies of uncontrolled inflation which are based 
on “more dollars chasing fewer goods.” The logic of 
the “fewer goods” argument now clearly applies only 
to durables, and in this area the chase is still in re- 


1The anti-inflationary value of this potential flood of manufactures 
cannot be discarded simply on the thesis that producing it would 
itself generate the demand to buy. Twice in the past year the con- 
sumer has demonstrated that beyond a certain point his output in 
the factory can and does rise faster than his demand at home. 
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verse, with more goods on the trail of fewer dollars. 

This is not to deny that between now and the peak 
of defense procurement rising military demand will 
exert upward pressure on income and prices—possibly 
considerable pressure if the civilian sectcr follows 
along strongly. But it helps to explain why the gen- 
eral price level has continued to move sluggishly in 
the face of a government guarantee that its demands, 
a year from now will be $20 billion greater. 


And it also explains why business concern over in- 


flation is being gradually replaced by exploratory 


thinking on what conditions are going to be like after 
the peak is reached. Since the start of the civilian 
recession, eight months of the inflation problem have 
passed without inflation. Capacity has grown and is 
evidently about to grow at a faster rate. And the 
problems of the post-defense peak are eight months 
nearer. 


Apert T, SoMMeERS 
Business Analyst 
Dwision of Business Economics 
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THE OUTLOOK FOR CAPITAL EXPENDITURES 


By Edgar M. Hoover 


HE DOMINANT FACTOR shaping the capi- 
tal-goods outlook is government controls and 
policy. This is much more true today than it 

was six or even three months ago—and six months 
hence it may be even more the case. Nothing much 
can be said on the capital-goods outlook without mak- 
ing or implying some basic assumptions about govern- 
ment policy and the defense program in particular. 
What is this policy? Barring a radical change in 
the international situation, it is a policy of limited 
mobilization. This means that we are not trying to 
achieve security by maximizing the output of muni- 
tions or the size of our military establishment during 
the cold-war period. Instead, the program for that 
period stresses building up to a state of readiness. 


This calls for: 

e A military force that can expand quickly when 
and if needed; plus 

e An industrial war-supporting economy that can 
quickly produce all the tools of war in increased 
amounts when and if needed; plus 

e Stock-pile reserves of some essential war ma- 
terials and products that lend themselves to such 
accumulation. 


MORE BASIC CAPACITY 


For the industrial economy, this policy means a 
continued buildup of our basic industrial capacity 
and not just of munitions capacity. Finally, this 
policy is limited mobilization in the sense that the 
buildup of armed strength and the buildup of war- 
supporting industrial capacity have not, between 
them, put such a strain on our resources as to require 
a general cut in consumer living standards, or the 
widespread conversion of productive facilities from 
peacetime use to the making of munitions. With the 
present schedule of objectives, this condition of rela- 
tive normalcy can probably be maintained. 

A considerable sector of investment in plant and 
equipment has been taken more or less under the 
government’s wing and given various aids and encour- 
agements to advance faster toward completion of an 
expansion program. We hear a great deal about these 
expansion goals and programs for steel, aluminum, 
power, and the like, although not one of them is yet 
nailed down as a hard and fast objective that either 
government or industry is committed to achieve. But 
there are a score or so of industries, outside the field 
of munitions manufacture but in the generally war- 
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supporting area, for which semiofficial expansion goals 
and programs have been developed. Most of these 
programs run through the year 1953; some longer. 
Sixteen industries accounted in 1950 for roughly half 
of the total plant and equipment outlays and for 
about two thirds of the tax amortization so far 
granted (which however covers less than one twelfth of 
the total investment outlays projected in those six- 
teen industries) . 


ASSURED THROUGH 1952 


We may safely say that in this area of assisted 
buildup, a continued high level of plant and equip- 
ment investment is assured through 1952 and beyond. 
Even after the presently formulated goals are 
achieved, expansion in these sectors will not neces- 
sarily drop off abruptly. It is not as if these industries 
were being generally expanded far out of line with 
the trend of demand of a peacetime economy. Most 
of them are not. 

If the electric power program, for example, were 
to be trimmed, as now suggested by some in view of 
the copper shortage, it would involve a rate of expan- 
sion hardly faster than that of the whole postwar 
period 1946-1950, when power capacity expansion 
barely kept up with load growth and little if any 
addition was made to the very scanty reserve capacity 
margin with which we emerged from the war. 

Or take steel. We shall have 120 million tons of 
ingot capacity by 1953 under present plans. Used 
at normal “prosperity” rates—as contrasted with the 
abnormally intensive utilization of the past year or 
so—this would give us around 80 million to 85 million 
tons a year of finished steel shapes and castings. This 
certainly does not appear excessive in the light of the 
trend of peacetime demand. Continued prosperity 
and growth after 1953, then, could be expected to call 
for some continued steel expansion. In the case of 
aluminum, too, the possible peacetime uses in sub- 
stitution for heavier steel and scarcer copper seem to 
pose no ceiling on continued rapid expansion. In 
the case of copper, the investment program seems to 
be needed just to offset depletion and allow us to 


A summary of an address delivered at a Round Table 
on operating factors of the business outlook on Sep- 
tember 27, 1951, at the Waldorf-Astoria Hotel, as 
part of the 324th Meeting of THt CONFERENCE Boarp.. 
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keep our supply from actually decreasing. The petro- 
leum products and chemicals programs, too, will have 
to continue on a large scale just to keep up with 
growing civilian demand. Very few of the programs 
indeed are “war babies” in the sense that they will 
leave us with a lot of excess capacity when the de- 
fense buildup is achieved and munitions production 
drops to a replacement basis. 

But there may be some slowdown in the pace of 
several of these programs after another year or so; 
and at the same time or even earlier, perhaps, a shift 
of emphasis from plant construction to installation of 
equipment. At present, the ratio of construction to 
equipment outlays appears to be running somewhat 
higher than in recent years. If such a shift from con- 
struction to equipment occurs, it will mean reduced 
pressure on structural steel and other building ma- 
terials, and more pressure on the machine-tool and 
other equipment-building industries. 


IN LESS-FAVORED SECTORS 


So much for the favored industries where expansion 
is being assisted by tax amortization, loans, and allo- 
cation of materials. 

For other types of construction and equipment, we 
have now definitely moved into a phase where the 
effective limit on investment is set by the availability 
of materials, and the desire of business to expand and 
modernize facilities exceeds what is for the time being 
possible. 

In this connection it may be of interest to refer to 
the findings of the latest quarterly survey, by the 
SEC and the Department of Commerce, of plant and 
equipment outlays and anticipations. This survey was 
made in July and August. What it shows is that the 
total level of plant and equipment outlays, after 
rising steadily for more than a year to a record level, 
appears to be flattening off by the end of this year. 

An analysis of the individual industries represented 
is reported to show that those least related to the de- 
fense effort—for example, trade and services, and the 
soft-goods manufacturing lines—have definitely passed 
their peak, and have revised downward their previous 
plans for investment in the latter part of this year. 
The downward revision in the “commercial and mis- 
cellaneous” category is particularly abrupt and strik- 
ing. On the other hand, the industry groups most 
closely related to defense—including the metal and 
hard-goods industries, and the utilities—exceeded their 
previous investment expectations in the third quarter 
and plan to invest just as much, or in some cases even 
more, in the fourth quarter. 

To sum up in simple terms the outlook for the next 
few quarters, we can look for a continued high level 
in the defense-related industries, with perhaps a slow 
rise. Other kinds of equipment and construction out- 
lays—and here we can include residential and institu- 


tional construction, too—will show a further decline 
as we go into 1952. 


HOW MUCH DECLINE? 


How far will this decline go? The short-run answer 
lies largely in the structural steel situation. As the 
major defense programs enter the equipment-instal- 
lation phase and as steel supply expands, more struc- 
tural is likely to be available for nonpriority uses. 
When the major defense expansion programs slow 
down, my expectation would be that other lines of 
construction and equipment will show a good deal of 
resilience in taking up the slack. These other lines— 
including housing, nonwar public construction, trade 
and services, and a substantial fraction of industrial 
investment—are already being repressed by shortages. 
The longer this continues, the greater the backlog of 
deferred investment they will accumulate against the 
time when materials again become available. It may 
be some time before they return to the record rates 
we have seen since Korea in housing and commercial 
investment, for exampie—but such lines should pro- 
vide a very substantial cushion against any rapid fall 
in over-all construction and equipment spending for 
as far ahead as it now seems profitable to look. 

This discussion assumes that the defense program 
will go ahead as presently scheduled. A shift to full 
war mobilization or a drastic revision in present 
schedules would substantially alter the picture. 


WHAT'S HAPPENING 
TO SAVINGS BONDS 


Dee some recent signs of a change for the 
better, savings bond transactions continue to 
add to—rather than subtract from—consumer funds. 
As such, they tend to aggravate rather than ease 
Treasury revenue and debt problems and the task of 
economic stabilizers. This was true, at least, up to 
the end of September, halfway through the latest 
savings bond drive. And it dates all the way back 
to the tail end of the pre-Korean boom. 

Savings bond redemptions exceeded new sales to 
the tune of nearly $2 billion (annual rate) in the 
first three quarters of this year. In 1950, on the other 
hand, there was a net inflow of Treasury funds from 
the bond program of $234 million (comparison cannot 
be precise since special offerings to financial institu- 
tions boosted 1950 sales). The peak in the excess of 
redemptions over sales was apparently touched last 
March. In the third quarter, this drain on the Treas- 
ury tapered off considerably. Even so, it was still 
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Sales and Redemptions, All Series of Savings Bonds 
Millions of dollars 


SS... SS. 


Calendar Years Sales Redemptions {Excess of Sales 
MODES Aeneas cctenie oe 7,295 5,144 2,151 
LOE er ntenttae en oak 5,833 5,101 732 
LOGO total ie ope sintacsoctos 6,074 5,840 234 
ALUN Se 45 dice ee: 417 505 -88 
PANIPUSES Vie he Coe say. 350 537 -186 
eptemberye.arus.<. 2s 310 AT5 -165 
October. eins ss055 os 971la 496 475 
INovembers..5./0.% 436a 448 -12 
December............ 541a 509 31 
1951 
PAMUBEV esas eases: AT5 653 -178 
Peprnaryy.t eres 3. 386 528 -142 
Vs OS ae ee 359 560 —200 
PAIDTTES ache oes oe Soo ta 0 310 472 -162 
LY Eon ee ee ee oe 296 478 -182 
AUUINE se ose se cies Gs ce ee 290 476 -186 
Palette hie telco. 311 482 -171 
agtat. ys! isecasT. 314 437 -123 
September............ 273 390 -117 


a Includes sales from special offering to institutional investors. 
Source: Treasury Department 


running at a rate of more than $100 million a month 
up to and including the first half of the recent bond 
drive. 

Most of the credit for stemming this outflow of 
dollars goes to a decline in cash-ins of bond holdings. 
Already high even before Korea, redemptions rose 
steadily through the first quarter of 1951, roughly 
paralleling the acceleration of consumer buying and 
the “switch to goods” which came in the immediate 
wake of war. 

From the January total turn-in of $653 million, re- 
demptions in September were down to $390 million— 
low even by pre-Korean standards. Redemptions 
have also been falling off in relation to total bonds 
outstanding. Some 10.6% of the value of holdings 
when hostilities began last year was cashed during 
the following twelve months. (The comparable figure 
for the year preceding was 9.6%.) Since last June, 
however, the rate of redemption has fallen off slightly, 
on an annual basis, to 9.1%. 

The new sales picture, though, is not so rosy. Com- 
pared with the first quarter of this year, second- 
quarter and third-quarter sales were down about 25%. 
Furthermore, new sales of bonds in the July-Septem- 
ber period were 17% less than in the same quarter of 
1950, although disposable income was 9% higher this 
year and the 1950 base for comparison includes the 
first post-Korean consumer buying splurge—a period 
when bond sales dropped off markedly. 

From this, several inferences might be drawn. 
Little if any new savings in the past two quarters 
were apparently finding their way into savings bonds. 
On the other hand, there seemed to be some tendency 
for previously purchased bonds to revert to their 
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function as a medium of saving rather than a tempo- 
rary repository of liquid assets. 

This inference would seem to be particularly true of 
the heavy World War II purchases now approaching 
maturity and, consequently, now accruing interest 
at an enhanced rate. Holdings of these older bonds 
have shown relatively little change compared with 
bonds purchased more recently. 

Trends by denomination of bonds sold and redeemed 
are further revealing. On balance, unit sales of small 
bonds rose in the year following Korea and redemp- 
tions fell. Over the same period, the number of larger- 
value bonds sold moved steadily downward and the 
number of redemptions upward (except during the 
period in 1950 when special sales were made to banks 
and other financial institutions) . 

These diverging trends suggest that the lure of 
higher interest rates and various possible inflation 
“hedges” as compared with fixed-rate savings bonds 
exercised more influence over the holder or would-be 
purchaser of the larger bond. In any case, in the 
twelve months after Korea unit redemptions exceeded 
unit sales for: nearly all denominations, both large 
and small. 


WHEN THEY MATURE? 


Another big question in the bond picture is and will 
be the decisions of holders of maturing bonds (“E” 
bonds began to mature last May). Thus far, the vol- 
ume of matured issues has been too small to support 
any well-defined conclusions. But, by the beginning 
of 1952, maturities will jump sufficiently to make 
holder responses to the choice of letting the bonds 
“ride” or turning them into cash a sizable factor in 
debt management. With 22% of the national debt 
held in the form of savings bonds and further in- 
creases in total debt not improbable, the outcome of 
the bond program takes on added significance — 
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Money vs. Deposits 


The ratio of currency to deposit money is markedly 
different in the various areas of the world, but is very 
similar in the countries in each area. In the English- 
speaking countries and in some of the Scandinavian coun- 
tries, currency constitutes about 25% of the money supply. 
In the rest of Western Europe and in Latin America, cur- 
rency constitutes 50% of the money supply. In the Near 
and Far East there’ are some countries, such as Japan and 
Ceylon, with low ratios of currency to money supply, but 
in most countries of these areas the ratios are frequently 
higher than 50. (Money supply defined as the sum of cur- 
rency and deposit money, usually demand deposits—de- 
pending on the country—in the hands of business, indi- 
viduals and foreigners.) —Source: International Monetary 
Fund, International Financial Statistics, September, 1951. 


Changes since January, 1950 


Earnings 
15.0 GROSS WEEKLY 


13.0 GROSS HOURLY 
12.5 STRAIGHT-TIME HOURLY 


, gate SPENDABLE 
10.84 


10.3 CONSUMERS?’ PRICE INDEX 


% Increase 


8 AVERAGE WEEKLY HOURS 


JAN. AUG. 

*50 | 
© OF A MARRIED PRODUCTION WORKER WITH 2 CHILDREN 
& OF A SINGLE WORKER 


Source: Bureau of Labor Statistics 


ing costs during the first year of rearmament. 
In the light of the record will they continue to 
advance with living costs? 
Here are the salient figures so far: 


Pine cost wages have kept pace with rising liv- 


© Straight-time hourly earnings in manufacturing are 
up 17 cents above January, 1950 (wage stabilization base 
date) ; 

® This is a gain of 1242% over twenty months; 

®In this same period, living costs rose a little over 
10%; 

© Higher hourly wages and a longer work week added 
$2.39 to the purchasing power of weekly earnings. 


The sum total is that even after further adjust- 
ment for social security and income taxes,! a married 
production worker with two children had nearly a 
dollar more in his August, 1951, pay envelope, to 
spend or save, than he had in January, 1950. 

A higher wage level in the period ahead is sug- 
gested by the stabilization policy now on record. 
WSB orders have been continuously expanding the 
limits of permissible pay increases. Already, the gen- 
eral ceiling of 10% on direct wage increases, set at 
the beginning of the year, is up to about 15%. And 
this does not include the cost of new or extended 
fringe benefits such as paid vacations, paid holidays, 
etc. 

In developing a policy, WSB has been broadening 
its concept of what types of adjustments should be 
®'!Taxes are higher today than pre-Korea. Social Security tax rates 
were increased in January, 1951, from 1% on the first $3,000 to 14% 


on the first $3,600 earned. Higher federal income-tax rates went 
into effect in October, 1950. 


WORKERS’ EARNINGS 
UNDER STABILIZATION 


allowed. The sequence of events is roughly as follows. 
A month after the original freeze order of January 
26, 1951, wages and salaries- were permitted to in- 
crease up to 10% above the level of January 15, 1950, 
without further approval of the board. This regula- 
tion was designed to allow wages (1) to catch up with 
increased living costs (which had advanced close to 
8% between January, 1950, and January, 1951); and 
(2) to correct the disparities between groups of work- 
ers that resulted from different expiration or wage- 
reopening dates in collective bargaining or other spe- 
cial circumstances that developed during 1950. Thus, 
the underlying idea at that time was to maintain 
the wage-price relationship—and interindustry wage 
structure—existing in January, 1950. 

Cost-of-living increases were recognized as a basis 
for wage increases in March. Escalator clauses or 
similar agreements signed before the wage freeze of 
January 25, 1951, were permitted to operate freely 
until June 30, 1951. These escalators were allowed 
even though they resulted in a wage increase that ex- 
ceeded the 10% ceiling. Cost-of-living adjustments 
under agreements signed after January 25 were also 
allowed but only up to the extent that the wage gain 
did not exceed the 10% formula, the same as any 
other general increase. 


A MAJOR ADDITION 


A major addition to official policy was contained 
in the resolution issued on June 6, 1951, approving a 
productivity increase of 4 cents an hour for General 
Motors workers. Not only did it go beyond using 
the cost of living as the sole yardstick for determining 
permissible pay increases in this particular case, but 
it also stated that productivity increases of the GM 
type would be allowed in other cases. While no general 
regulation involving the improvement factor has yet 
been issued, it is almost certain that requests for such 
adjustments—particularly where the wage increase 
would not be used as a basis for price relief—would be 
approved. 

In August, WSB reaffirmed its policy of tying wages 
to living costs by allowing supplementary cost-of- 
living increases to all workers based upon changes 
in an acceptable index after January, 1951 (nine in- 
dexes were approved at this time. But a later ruling, 
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released on October 8, allowed the use of only the 
BLS all city consumers’ price index without board 
approval. The use of other indexes—national, local 
or regional—require WSB permission). Thus escalator 
clauses were again allowed to operate freely until 
March 1, 1952, when this policy will be reviewed. 
Where cost-of-living provisions are not included in 
the union contract, wages can be adjusted every six 
months to compensate for any loss in their real value. 
Increases arising from this order are in addition to 
the 10% gain permitted earlier. The immediate effect 
of the policy was to permit a wage rise of 2%, more in 
exceptional cases. The 2% represents the rise in the 
Bureau of Labor Statistics consumers’ price index 
from January 15 to June 15 of this year. Since June 
(through August), living costs have stayed about the 
same. 


It was evident by August, then, that the official 
policy on direct wages had been shaped to the out- 
lines of the GM contract, with cost-of-living and pro- 
ductivity increases extended to all workers. It meant 
that straight-time hourly pay could be increased as 
much as 21 cents (or 15%) above January, 1950. [Av- 
erage earnings, excluding overtime, in all factories com- 
bined was $1.38 an hour 
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lantic Coast shipbuilding workers on the ground 
that shipbuilding wage rates were abnormally low in 
the base period January, 1950. In the case of the 
Fall River and New Bedford cotton textile workers, 
the board permitted, on August 17, an adjustment 
of 644% (8.5 cents) based on the change in living 
costs between August 15, 1950, and February 15, 
1951. (The provision under which the decision was 
made calls for correcting declines in real wages 
occurring since January, 1951, except in unusual 
cases.) The increase was permitted, according to 
the WSB, because “it restored the intraindustry 
relationships established over many years.” The Fall 
River-New Bedford cotton workers had received a 
10% increase on September 14, 1950. 


INDIRECT HIKES EARLY 


Indirect wages were allowed to increase as early as 
mid-1951. Wage hikes resulting from expanding spe- 
cific fringe benefits to conform with area or industry 
practice were virtually freed from control by General 
Wage Regulation No. 13 dated July 20, 1951. The ~ 
fringe benefits authorized for approval are paid va- 
cations, paid holidays, premium pay relative to days 


in January, 1950. Adding 
the 12% cost-of-liv- 
ing allowance (16.5 cents) 
and the 4 cents improve- 
ment factor, straight-time 
pay could be raised to $1.59 
an hour]. This could also 
mean that a further in- 
crease would be permitted 
should living costs continue 
to rise, and that an addi- 
tional 4-cent productivity 
increase may be forthcom- 
ing in 1952 when GM’s 
contract calls for another 
adjustment. 

Another feature of the 
wage stabilization policy 
which could and has 
punched holes in the 10% 
ceiling is the approval in 
special cases of wage ad- 
justments calculated from 
a date earlier than the es- 
tablished January, 1950, 
base (or January, 1951, in 
the case of the supple- 
mentary cost-of-living ad- 
justment approved in Au- 
gust). On June 7, an over- 
ceiling wage increase of 
15% was approved for At- 
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Earnings Up Four Ways 


In January, 1950, price 


In current dollars 


1.70 


GROSS HOURLY EARNINGS 
1.60 


GROSS WEEKLY EARNINGS 


~~ JANUARY, 1950 LEVEL 


JANUARY, 1950 LEVEL 


50.00 
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Source: Based on Bureau of;Labor Statistics data 


Wages and Prices Since January, 1950 


Ne ee ee ee eee eee ee eee eee ee 
MANUFACTURING Nonagricultural Industries* 


“Real” Net Spenda- 
Weir Real’. | 2 » | “Real” ble Weekly Rosas 
Con- sopmiegs Fee So 2 - = es 
Date Straight-| Gross Gross sumers ime Hourly | Weekly Miairiod ages ean 
time Hourly | Weekly | Weekly Price Hourly Warniige | Rarningsl een. weed and : Earn 
Hourly | Rarnings| Hours Earnings| <. Married | Index | Earnings n phe Salaries ings? 
ie | ame Hie: | ER's [E00 pboara fir 
Children ‘ 
In Terms of January, 1950 Purchasing Power 
LOS Ory teeter ty sterner $ .633 |$ .633 37.7 |$23.86 |$23.58 |$23.62 59.1 |$1.071 |$1.071 |$40.37 |$39.90 |$39.97 
WG4G ache ysrs cise eis 5 1.051 | 1.086 40.4 | 43.82 | 37.72 | 43.20 82.9 | 1.268 | 1.310 | 52.86 | 45.50 | 52.11 
LOA Tse isitrats.s ws oysters 6 1.198 | 1.237 40.4 | 49.97 | 42.76 | 48.24 94.9 | 1.262 | 1.303 | 52.66 | 45.06 | 50.83 
OAS ee eitererare accuses as 1.310 | 1.350 40.1 | 54.14 | 47.43 | 53.17 | 102.2 | 1.282 | 1.321 | 52.97 | 46.41) 52.03 
1 GAG Mincopetre esate siasete 1.367 | 1.401 39.2 | 54.92 | 48.09 | 53.83 | 101.2 | 1.351 | 1.384 | 54.27 | 47.52 | 53.19 
OOO Ro orcte eset oterest tees 1.415 | 1.465 40.5 | 59.33 | 51.09 | 57.21 | 102.2 | 1.385 | 1.433 | 58.05 | 49.99 55.98 
1951 (8 months).....| 1.525 | 1.582 40.8 | 64.50 | 54.07 | 61.15 | 109.7 | 1.390 | 1.442 | 58.80 | 49.29 | 55.74 
1950 January........ 1.380 | 1.418 39.7 | 56.29 | 48.94 | 54.70 | 100.0 | 1.380 | 1.418 | 56.29 | 48.94 | 54.70 
February....... 1.382 | 1.420 39.7 | 56.37 | 49.00 | 54.76 99.8 | 1.385 | 1.423 | 56.48 | 49.10 | 54.87 
Marchinerecce: 1.385 | 1.424 39.7 | 56.53 | 49.13 | 54.90 | 100.1 | 1.384 | 1.423 | 56.47 | 49.08 | 54.85 Doll 
Aprile Seared 1.392 | 1.434 39.7 | 56.93 | 49.46 | 55.23 | 100.2 | 1.389 | 1.431 | 56.82 | 49.36 | 55.12 oar 
May 1.399 | 1.442 39.9 | 57.54 | 49.95 | 55.74 | 100.7 | 1.389 | 1.432 | 57.14 | 49.60 | 55.35 Ki 
June 1.404 | 1.453 40.5 | 58.85 | 51.03 | 56.86 | 101.2 | 1.387 | 1.436 | 58.15 | 50.42 | 56.19 igures 
UN egoaueasoge 1.413 | 1.462 40.5 | 59.21 | 51.32 | 57.16 | 102.3 | 1.381 | 1.429 | 57.88 | 50.17 | 55.87 N 
Augusthmenscecn 1.408 | 1.464 41.2 | 60.32 | 52.24 | 58.11 | 103.1 | 1.366 | 1.420 | 58.51 | 50.67 , 56.36 ot 
September...... 1.424 | 1.479 41.0 | 60.64 | 52.50 | 58.38 | 103.8 | 1.372 | 1.425°| 58.42 | 50.58 | 56.24 vailabl 
October........ 1.442 | 1.501 41.3 | 61.99 | 52.16 | 59.20 | 104.4 | 1.381 | 1.438 | 59.38 | 49.96 | 56.70 Available 
November...... 1.456 | 1.514 41.1 | 62.23 | 52.35 | 59.40 | 104.9 | 1.388 | 1.443 | 59.32 | 49.90 | 56.63 
December...... 1.479 | 1.543 41.4 | 63.88 | 53.67 | 60.75 | 106.3 | 1.391 | 1.452 | 60.09 | 50.49 | 57.15 
1951 January........ 1.497 | 1.555 41.0 | 63.76 | 53.49 | 60.56 | 107.9 | 1.387 | 1.441 | 59.09 | 49.57 | 56.13 
February....... 1.504 | 1.561 40.9 | 63.84 | 53.55 | 60.62 | 109.3 | 1.376 | 1.428 | 58.41 | 48.99 | 55.46 
March emcee: Pole bog 41.1 | 64.57 | 54.13 | 61.21 | 109.7 | 1.377 | 1.4382 | 58.86 | 49.34 | 55.80 
ADEilceeas ree 1.518 | 1.578 41.0 | 64.70 | 54.23 | 61.31 | 109.8 | 1.383 | 1.437 | 58.93 | 49.39 | 55.84 
May 1.528 | 1.586 40.7 | 64.55 | 54.11 | 61.19 | 110.2 | 1.387 | 1.439 | 58.58 | 49.10 | 55.53 
Pure hase Se ea 1.541 | 1.601 40.8 | 65.32 | 54.72 | 61.81 | 110.1 | 1.400 | 1.454 | 59.33 | 49.70 | 56.14 
duly:Reet ers ces ven: 1.549 | 1.602 40.3 | 64.56 | 54.12 | 61.20 | 110.3 | 1.404 | 1.452 | 58.53 | 49.07 | 55.49 
Auguste stan 1.552 | 1.602 40.4 | 64.72 | 54.24 | 61.32 | 110.3 | 1.407 | 1.452 | 58.68 | 49.17 | 55.59 


INDEX NUMBERS: JANUARY, 1950=100 


LOS OE san veiie «octet 45.9 | 44.6 | 95.0) 42.4] 48.2] 48.2] 59.1) 77.6] 75.5 | 71.7] 81.5 | 78.1] 49.01 46.7] 46.5 
A DAG HIRT epee eas, stein oak 76.2 | 76.6 | 101.8-)| 77.8 | 77.1 | 79.0 | «82.9 | -91.9 | —92.4']|) 98:9 } 98°04)295-35) = 779") 276.Gnl me oes 
LOA cerca ore teers ucern eels 86.8 | 87.2] 101.8} 88.8 | 87.4] 88.2] 94.9] 91.4] 91.9] 93.6] 92.1] 92.9] 86.8! 86.4] 89.8 
OAS aatecy ae cious choke cin 94.9 | 95.2] 101.0} 96.2 | 96.9 | 97.2 | 102.2 | 92.9 | 93.2} 94.1] 94.8] 95.1} 93.6] 93.9] 96.7 
LOAD Streeter ce tyaysheitiar 99.1 |} 98.8] 98.7 | 97.6 | 98.3 | 98.4] 101.2 | 97.9 | 96.7] 96.4] 97.1] 97.2] 98.0] 98.6! 99.5 
GSO Res reccint slate oct 102.5 | 103.3 | 102.0 | 105.4 | 104.4 | 104.6 | 102.2 | 100.4 | 101.1 | 103.1 | 102.1 | 162.8 | 102.5 | 102.8 | 105.1 
1951 (8 months)..... 110.5 | 111.6 | 102.8 | 114.6 | 110.5 | 111.8 | 109.7 | 100.7 | 101.7 | 104.5 | 100.7 |; 101.9 | 109.0a} 109.7a} 112.9a 
1950 January........ 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 
February....... 100.1 | 100.1 | 100.0 | 100.1 | 100.1 | 100.1 | 99.8 | 100.4 | 100.4 } 100.3 | 100.3 | 100.3 | 100.0 ! 100.0 | 100.0 
Marchese coe 100.4 | 100.4 | 100.0 | 100.4 | 100.4 | 100.4 | 100.1 | 100.3 | 100.4 | 100.3 | 100.3 | 100.3 | 100.5 | 100.5 | 101.9 

A Driers see 100.9 | 101.1 | 100.0 | 101.1 | 101.1 | 101.0 | 100.2 | 100.7 | 100.9 | 100.9 | 100.9 | 100.8 | 100.5 | 100.9 | 102.3 
(Maye ciroes sc 101.4 | 101.7 | 100.5 | 102.2 | 102.1 | 101.9 | 100.7 | 100.7 | 101.0 | 101.5 | 101.3 | 101.2 | 101.0 | 101.4 | 103.7 
JUNG Pe eee 101.7 | 102.5 | 102.0 | 104.5 | 104.3 | 103.9 | 101.2 | 100.5 | 101.3 | 103.3 | 103.0 | 102.7 | 101.5 | 101.9 | 104.2 
UNV are these oe 102.4 | 103.1 | 102.0 | 105.2 | 104.9 | 104.5 | 102.3 | 100.1 | 100.8 | 102.8 | 102.5 | 102.1 | 102.0 | 102.8 | 105.6 
August......... 102.0 | 103.2 | 103.8 | 107.2 | 106.7 | 106.2 | 103.1 | 99.0 | 100.1 | 103.9 | 103.5 } 103.0 | 102.9 } 102.8 | 106.5 
September...... 103.2 | 104.3 | 103.3 | 107.7 | 107.3 | 106.7 | 103.8 | 99.4 | 100.5 | 103.8 | 103.4 | 102.8 | 103.4 | 103.7 | 106.5 
Octobers. 23.55. 104.5 | 105.9 | 104.0 | 110.1 | 106.6 | 108.2 | 104.4 | 100.1 | 101.4 | 105.5 | 102.1 | 103.7 | 104.4 | 105.1 | 108.4 
November...... 105.5 | 106.8 | 103.5 | 110.6 | 107.0 | 108.6 | 104.9 | 100.6 | 101.8 | 105.4 | 102.0 | 103.5 | 104.9 | 105.6 | 109.3 
December...... 107.2 | 108.8 | 104.3 | 113.5 | 109.7 | 111.1 | 106.3 | 100.8 | 102.4 | 106.8 | 103.2 | 104.5 | 105.9 | 106.5 | 110.2 
1951 January........ 108.5 | 109.7 | 103.3 | 113.3 | 109.3 | 110.7 | 107.9 | 100.5 | 101.6 | 105.0 | 101.3 | 102.6 | 107.4 | 107.5 | 111.2 
February....... 109.0 | 110.1 | 103.0 | 113.4 | 109.4 | 110.8 | 109.3 | 99.7 | 100.7 | 103.8 | 100.1 | 101.4 | 107.8 | 108.4 | 111.2 

ARCH Gree = 7 109.5 | 110.8 | 103.5 | 114.7 | 110.6 | 111.9 | 109.7 | 99.8 | 101.0 | 104.6 | 100.8 | 102.0 | 108.3 | 109.3 112.1 

ADT Seereccre 110.0 | 111.3 | 103.3 | 114.9 | 110.8 | 112.1 | 109.8 | 100.2 | 101.3 | 104.7 | 100.9 | 102.1 | 108.8 | 109.8 113.5 
WEN Sone cer eae 110.7 | 111.8 | 102.5 | 114.7 | 110.6 | 111.9 | 110.2 | 100.5 | 101.5 | 104.1 | 100.3 | 101.5 | 109.3 | 110.3 114.0 
CAN orpne cereale 111.7 | 112.9 | 102.8 | 116.0 | 111.8 | 113.0 | 110.1 | 101.4 | 102.5 | 105.4 | 101.6 | 102.6 | 110.3 111.2 | 114.0 
July tertrese a: 112.2 | 113.0 | 101.5 | 114.7 | 110.6 | 111.9 | 110.3 | 101.7 | 102.4 | 104.0 | 100.3 | 101.4 | 110.8 111.2 | 114.0 
MAUIZUSUerielets eee 112.5 | 113.0 | 101.8 | 115.0 | 110.8 | 112.1 | 110.3 | 102.0 | 102.4 | 104.2 | 100. 101.6 n.a n.d. n.d. 


Owing to the exclusion of icra bonuses, retroactive items, payments of MWncluding government employees. 
pensions and various welfare benefits, and payroll taxes, paid by employers, the 2Weighted average of average hourly earnings of all wage earners and average 
average pero series do not represent total labor costs on the part of the employer. weekly earnings of clerical and professional employees. 

Net Spendable Weekly Earnings are gross weekly earnings, less deductions for social 3O0f wage earners. 
security and income taxes for which the specified type of worker is liable. n.a.Not available, 

Real Earnings are money earnings adjusted for changes in the cost of living. aSeven-month average. 


Sources: Bureau of Labor Statistics; Federal Reserve Bank of New York; computations by Taz ConrerEence Boarp 
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and hours of work, shift differentials and call-in pay. 

Such benefits are to be allowed without regard to 
the 10% wage-rise ceiling. The order does not apply 
to health, welfare and pension plans (a ruling about 
them is now being formulated). Figures on how much 
of a wage increase the liberalized fringe benefits rep- 
resent are not available. Nor will their cost be re- 
flected in the worker’s pay check.1 But they will add 
to an employer’s labor bill—although how much is 
not known. For example, each week of vacation 
added is equivalent to a rise of about 2% in a com- 
pany’s annual payroll. 


HOW HAS PROGRAM WORKED? 


How has the wage stabilization program affected 
the actual earnings of workers? 

Wages and salaries, which had remained relatively 
steady throughout 1949, rose continuously in 1950 
as a result of wage-rate increases, a longer work week 
and increased employment. In the fourth quarter of 
1949, aggregate wages, salaries and other labor income 
were at a seasonally adjusted annual rate of $133.8 
billion. By the fourth quarter of 1950, they had risen 
by $24 billion ($15 billion of which occurred in the 
second half of the year) to a new high of $157.8 bil- 
lion. About half the increase during the year could 
be attributed to increased employment; the other 
half came from increased hours, higher wage rates and 
increases in other labor income. 

There was a slowdown in the rate of increase in 
the first half of 1951. Labor income amounted to 
166.5 billion—a gain of about $12 billion in six 
months, as compared with a $15-billion rise in the pre- 
vious half year. But, even so, the total increase dur- 
ing 1950 and the first seven months of 1951 amounted 
to $36 billion, which is equivalent to a fourth of the 
October-December, 1949, rate. Since Korea, $26 bil- 
lion has been added to total labor income. 

The customary indicators of wage earnings—aver- 
age hourly and weekly earnings—also show a rapid 
increase in 1950 followed by a more modest gain in 
1951. There was an exceptionally high volume of wage 
settlements in the closing months of 1950, in antici- 
pation of federal control action. During December, 
the month preceding the wage-freeze order, at least 
600,000 manufacturing workers and probably twice 
that number in nonmanufacturing and government 
employment received increases, according to the Bu- 
reau of Labor Statistics: 


“Second or even third adjustments since January, 1950, 
were common. In most instances these were negotiated 
outside of the formal reopening procedure outlined in 
written agreements, or reopening or termination dates 
were advanced.” 


1See “Fringe Benefits in Wage Statistics” in The Business Record, 
February, 1951. 
2M onthly Report on Current Wage Developments, January, 1951. 
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The volume of settlements in early 1951 was re- 
duced to a trickle compared with the flow in the pre- 
ceding months. The freeze on general wage changes 
lasted for two and one-half weeks and was followed 
by nearly a two-week interval before the announced 
policy became law. In recent months also, wage in- 
creases have been checked by the necessity for WSB 
approval in instances where the adjustment was be- 
yond general limits, or where there were special cir- 
cumstances. 

The current wage program is primarily concerned 
with stabilizing straight-time hourly earnings of 
workers. The trend in hourly pay, excluding overtime, 
has been steadily upward ever since the end of World 
War IJ—and the rearmament program accelerated 
the rate. Straight-time earnings in all manufacturing 
averaged $1.55 an hour in August, 1951—which is 
50 cents higher than in 1946; 17 cents above January, 
1950; nearly 15 cents more than just before Korea; 
and 51 cents greater than at the start of this year. 
Straight-time hourly earnings adjusted for changes in 
the cost of living have flirted about the January, 1950, 
level, indicating no loss in purchasing power under 
rearmament so far. 

The over-all average of factory wages was raised 
2 cents an hour by the relatively sharp employment 
gains in the higher-paying durable-goods industries 
during the first year of rearmament.! Adjusted for 
this interindustry shift as well as for overtime, pro- 
duction workers’ earnings amounted to $1.53 an hour 
in August, 1951. This represents an 11% increase since 
January, 1950, slightly more than the increase in liv- 
ing costs. Thus average hourly earnings, excluding 
overtime, of workers who stayed in the industry in 
which they were customarily employed—which is 
broadly what these adjusted straight-time figures 
measure?—kept pace with living costs. 


ALL-TIME HIGH IN DURABLES 


In the hard-goods industries, straight-time wages 
are at an all-time high of $1.63 an hour. They have 
increased more both in terms of cents per hour and 
percentagewise than comparable earnings in the soft- 
goods industries. This is in contrast to the post- 
World War II period when uniform across-the-board 
increases resulted in larger percentage gains for non- 
durable goods workers. So far, straight-time earnings 
under rearmament have increased 18 cents, or 12.6% 
above January, 1950, in durables; and 14 cents, or 
10.9%, in nondurables. For both groups, the gain 
fully compensated for the increase in living costs. 
(See chart.) 

1The shift in employment in itself increased straight-time earnings 


by as much as 5 cents an hour at the height of World War II 
(December, 1944). 

2The various series of production workers’ earnings are described 
in “Wages Up—Any Way You Look at Them,” The Business Record, 
October, 1950. 


418 
Straight-time Hourly Earnings in Key Industries 


2.00 
IN DOLLARS e AUTOMOBILES 
@-® STEELS 
1.80 
RUBBER 
¢ PRODUCTS 
1.60 ELECTRICAL 


MACHINERY 


1.40 


_ COTTON 
TEXTILES® 


1.20 ie ak 


e 
ame a 0 = Pom g awe = Fao” 


INDEX NUMBERS, JANUARY, 1950 =/00 


(AUTOMOBILES 
STEELS 
ELECTRICAL 
MACHINERY 
pe--4/ COTTON 
@_ 2. TEXTILES® 


RUBBER 
/ propucts 


4 CONSISTS OF BLAST FURNACES, STEEL WORKS AND ROLLING MILLS 
© INCLUDES SILK ANO SYNTHETIC FIBERS 


Source: Based on Bureau of Labor Statistics data 


Wage increases among the various industries in- 
cluded in these broad groups differed, as was to be 
expected. Nevertheless, there has been no substan- 
tial realignment in the wage structure, although the 
whole level of wages has moved up. The changes 
which did take place were at the extremes of the 
scale, particularly among the low-paying industries. 

At the upper end, hourly earnings of petroleum 
workers caught up with those of printers. They both 
averaged $1.92 an hour, excluding overtime, in Au- 


gust, 1951—the highest hourly pay among the groups. 
Before Korea, printers had been ahead by about 
4 cents an hour. There has also been a narrowing be- 
tween the hourly wage in these two industries and in 
transportation-equipment manufacturing, the third- 
highest paying industry in the array. Petroleum 
workers and printers now receive about 10 cents an 
hour more, as compared with 13 cents to 17 cents 
more in January, 1950. 


AT THE LOWER END 


The highlights of the shifting at the other end of 
the array are: 


® Leather workers are still the second-lowest paying 
group, but their straight-time earnings are now 14 cents 
an hour higher than tobacco workers, as compared with 
an 1J-cent differential in January, 1950. 

® Textile workers have also moved further away from 
the lowest rung as their earnings approached $1.30 an 
hour, excluding overtime. 

® The gap between straight-time wages in furniture 
manufacturing and in textiles amounted to about 2 cents 
an hour in January, 1950, but it has since been widened 
to 7.5 cents. 

@In the lumber industry, hourly earnings advanced 
about 23 cents (19%) since January, 1950—the largest 
gain among the industry groups—so that they are now 
3 cents an hour higher than in food factories. Twenty 
months ago, food workers earned about 8 cents more than 
lumberers. 


One major factor making for irregularity in wage 
adjustments in the past year and a half was the 
variation among companies, and sometimes among 
industries, in adopting escalator clauses. An example 
of what has happened in two key industries is shown 
in the chart on this page, which compares straight- 
time pay in the automobile industry (where hourly 
rates fluctuate with living costs, and also increase an- 
nually for productivity gains) and in the steel in- 
dustry (where no automatic adjustments are pro- 
vided). 

During most of 1950, wages in the automotive in- 
dustry were advancing, while steel wages fluctuated 
about the January level. By November, tke differ- 
ential had increased to nearly 16.5 cents as compared 
with a 2-cent gap at the beginning of the year. But 
a wage increase averaging 16 cents an hour nego- 
tiated by the steel companies and the union toward 
the close of the year resulted in immediately raising 
straight-time earnings of steel workers to within 4 
cents of the automobile workers’ level. In January, 
1951, the steel hourly wage was actually ahead (by 
1 cent an hour). But in the months following auto 
workers’ earnings advanced faster, so that by midyear 
they were about 4.5 cents higher than steel earnings. 
The total increase since January, 1950, represented 
a slightly greater relative gain for auto workers; but in 


BUSINESS RECORD 


- War II. The present 
t 


both industries the gain was more than the increase 
in living costs over the period. 


GROSS HOURLY EARNINGS 


“Gross” or “average” hourly earnings (which in- 
clude overtime pay) measure the producer’s total 
direct-wage bill on an hourly basis. Furthermore, 
when set against the corresponding output per man- 
hour they provide the basis for rough measurement 
of unit labor cost. 

Gross hourly earnings in all manufacturing trended 
upward through the postwar years and during the 
current emergency, as did straight-time earnings. But 
in recent months they have been leveling off—even 
though wage rates 
have continued to in- 
crease—because of 
reductions in the 
amount of overtime 2.00 
work in many civilian 
industries. 

The rise was halted 
in June. Since then 
gross earnings have 
remained at an all- 
time high of $1.60 an 
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also well above previous periods. (They compare with 
$1.34 in January, 1950; $1.02 in 1946; and 58 cents 
an hour in 1939.) 


WEEKLY HOURS AND EARNINGS 


The total direct wage bill increased at least 10 cents 
an hour since January, 1950, in each of the major 
industry groups except apparel (where the rise was 
close to this amount). In seven of the twenty-one 
groups, the increases were 20 cents an hour or more, 
representing a minimum gain of 12%. In an addi- 
tional six groups, the rise was between 15 cents and 
20 cents an hour. (See table on page 420.) 

Working time in the nation’s factories was stepped 


Straight-time Hourly Earnings in Major Manufacturing Groups 
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up with the start of Korean hostilities. Many of the It means a gain of 15% over the twenty months and 


plants producing defense goods—or the tools for a 10% rise since Korea. Living eee Sein siete > 
defense production—soon began scheduling consider- these dates, so that there was no loss in the p 
able amounts of overtime work. A strong demand for ing power of weekly earnings. : 
consumer durable goods was also reflected in a longer In nondurable goods manufacturing, the ee wee 
work week. Many of the industries primarily making averaged 39.1 hours in mid-August of this poe 
civilian soft goods increased working time too. Re- nearly an hour and one-half Jess than atta ier. 
flecting the gain in nearly all sectors, the average This over-the-year reduction resulted primarily ni 
work week of all the 13 million production workers sharply decreased hours in plants producing apparel, 
combined rose to 41.2 hours within two months.’ (In leather and textile products. In these industries, de- 
June, the average was 40.5 hours.) clining consumer demand in recent months led to 
In spite of seasonal lulls, work stoppages and other sizable production cutbacks, and both aie 
temporary interruptions, it stayed at or above this and hours were significantly reduced over the year. 
level until the middle of the second quarter of 1951. In the textile industry, the average work week this 
Then it began slipping, largely as a result of reduced August was fully 3.5 hours less than in August, 1950, 
activity in many nondurable goods plants. Continu- and down to the prewar level of August, 1939. 
ing to decline, by August the average work week was Average weekly earnings in textiles also decreased, 
about the same as at the start of the defense program. but not so much as suggested by the loss in hours— 
Average weekly earnings increased rapidly during they were $1.00 lower this August than last year. 
the months when overtime was expanding, not only Higher hourly pay cushioned the decline. Increased 
because of the added hours but also because of higher hourly pay also helped soften the effect of reduced 
hourly wage rates and more workers in the higher-pay- hours on weekly earnings in the apparel and leather 
ing industries. In recent months, earnings for a week’s industries. Compared with January, 1950, base date 
work have leveled off; the reduction in hours was off- of the stabilization period, none of the nondurables 
set by advancing wage rates. Average weekly earn- industries suffered a loss in weekly earnings, even 
ings in August, 1951, were $64.72—nearly $8.50 higher though the work week is now shorter than it was 
than in January, 1950, and over $5.85 more than in then. 
June, 1950 (when weekly hours were about the same). So for nondurables as a whole, weekly earnings 
1Standard or scheduled hours are higher than indicated by the increased 9.4% between January, 1950, and August, 


weekly hours discussed here, which relate to average hours worked 51. althou average hours declined from 39.4 to 
or paid for. The average is by definition pulled down by absenteeism, OSE ait gh 8 


labor turnover, part-time work, stoppages and other related factors. 39.1 a week. (See table.) 


Hours and Earnings in Major Industry Groups, January, 1950, and August, 1951 


Gross Hourly Earnings Weekly Hours |Straight-time Hourly Earnings Gross Weekly Earnings 


Major Industry Groups 


t i Jan. ‘ ) 
toss | ost | 3955 | 96 iar | 
Al riariuiacturin gear eerie ee ; ; 39.7 | 40.4 |$1.380 |$1.552 | 12.5 
Durable’Goods eee eee cr ois. see ie ue 0 40.0 41.5 | 1.445 | 1.627 12.6 
Ordinance and accessories.................0+- 1.510 | 1.694 | 12.2] 40.2 | 43.4 | 1.466 | 1.601 9.2 
Lumber and wood products (except furniture)..| 1.225 | 1.469 | 19.9 | 39.2] 40.3] 1.199 | 1.495 | 18.8 
uEmitiire anc aixtunes sen ek sa 5 sce le 1.244) 1.423 | 14.4] 41.1] 41.3 |] 1.199 | 1.369 | 14.2 
Stone, clay, and glass products............... 1.390 | 1.565 | 12.6 | 39.8) 41.5] 1.355 | 1.504] 11.0 
Primary metal products:..........-....+....- 1.615 | 1.830 | 13.3 | 39.5] 41.5) 1.578 | 1.759 | 11.5 
Fabricated metal products!... ............... 1.487 | 1.661 | 11.7} 40.3 | 41.3 | 1.4421 1.598] 10.8 
Machinery (except electrical)................. 1.547 | 1.765 | 14.1 | 39.8] 43.3 | 1.508 | 1.668 | 10.6 
Mlectricalanachinery, nee aren eee 1.443 | 1.647 | 14.1] 40.5] 41.7 | 1.398 | 1.579 | 12.9 
Transportation equipment................... 1.682 | 1.884 | 12.0] 40.5] 40.9 | 1.630 | 1.820] 11.7 
Instruments and related products............. 1.423 | 1.644] 15.5] 39.7] 41.9 | 1.389 | 1.573 | 13.2 
Miscellaneous industries..................... 1.288 | 1.419 | 10.2 | 40.2] 39.6 | 1.251 | 1.386] 10.8 
iNondurablesoodsipeamere meena eee: 1.343 | 1.480 | 10.2 | 39.4] 39.1 | 1.307] 1.449] 10.9 
Food and kindred products................... 1.327 | 1.448 9.1] 41.4] 41.5 | 1.275 | 1.392 9.2 
Wobaccounanufactures# ae. eee eee 1.033 | 1.139 | 10.3 | 38.0] 39.4 | 1.016 | 1.114 9.6 
Wextile-mil products steer oma ere 1.202 | 1.310 9.0] 39.4] 36.9 | 1.176 | 1.293 9.9 
Apparel and other finished textile products..... 1.186 | 1.279 7.8 | 36.0] 35.8 | 1.174 | 1.279 8.9 
Paper and allied products.................... 1.364 | 1.522 | 11.6] 42.2] 43.0 | 1.303 | 1.443 | 10.7 
Printing, publishing and allied industries...... . 1.831 | 1.953 6.7 | 38.5] 38.6 | 1.798 | 1.916 6.6 
Chemicals and allied products................ 1.454 | 1.657 | 14.0] 41.3] 41.1 | 1.399 | 1.597 | 14.2 
Products of petroleum and coal............... 1.813 | 1.986 9.5 | 40.7 | 40.5 | 1.755 | 1.924 9.6 
Rubber products ev cemascertin tate Mar hen 1.536 | 1.712 | 11.5 | 39.4] 41.7 | 1.502 | 1.642 9.3 
Leather and leather products................. 1.138 | 1.269 | 11.5 | 37.7 | 36.9 | 1.191 | 1.253] 11.8 


1Except ordnance, machinery and transportation equipment 
Source: Bureau of Labor Statistics 
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In contrast to the nondurable goods industries, 
the average work week in durable goods manufactur- 
ing averaged 41.5 hours in August. However, even 
this level was slightly below a year ago, because of 
reduced activity in many plants producing consumer 
durables. Over-the-year decreases of two hours or 
more have been reported in plants making automo- 
biles, refrigerators, jewelry and silverware, and house- 
hold furniture. 

Since spring, many consumer durable goods indus- 
tries have been affected by a decline in buying from 
the record levels following the outbreak of the Korean 
war, as well as by restrictions on nondefense uses of 
steel and other metals. On the other hand, such in- 
dustries as metalworking machinery, aircraft, basic 
steel, ordnance and instruments continued to sched- 
ule extensive overtime work as a result of the defense 
production program. In the metalworking machinery 
plants, the August, 1951, work week of 46.6 hours was 
2.5 hours longer than a year earlier and the highest 
among all manufacturing industries. 

In most of the durables groups, average earnings 
increased $10 or more a week between January, 1950, 
and August, 1951. For durables as a whole, weekly 
earnings rose from $59.40 to $70.26, a gain of 18% 
over the twenty months. 


SPENDABLE EARNINGS 


The weekly pay check, after deductions for income 
tax withholdings and Social Security contributions 
(employee’s share), is no doubt the most important 
measure of income to the worker. These earnings are 
technically called “net spendable weekly earnings.”? 

They too continued upward almost steadily after 
Korea, and then leveled off—almost paralleling the 
gain in gross weekly earnings. The upward income 
tax revision put into effect in October, 1950, reduced 
spendable earnings, but, even so, a single worker 
earned about $54.25 a week after taxes in August, 
1951, as compared with net earnings under $49 in 
January, 1950. Current disposable earnings of a 
married worker with two children amounted to $61.32 
this August—about 12% higher than in January, 1950. 

Average weekly earnings of factory workers as a 
whole have risen as fast as taxes and living costs 
combined. The “real” purchasing power of earnings 
available to the single production worker was infini- 
tesimally higher (about 25 cents a week) in August, 
1951 than in January, 1950. The married worker had 
90 cents more a week. Obviously, workers in indus- 
tries that have reduced activity in recent months 
suffered a loss in spendable earnings over the period, 


1Computation of net spendable earnings for both the factory 
worker with no dependents and the factory worker with three de- 
pendents is based upon the gross average weekly earnings of all 
production workers in manufacturing industries without direct 
regard to marital status and family composition. The two series do 
not reflect actual differences in levels of earnings for workers of 
varying age, occupation, skill, etc. 
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FACTORY vs. OTHER WAGES 


The following summary shows how changes in 
hours and earnings in manufacturing since rearma- 
ment stack up against the major service and mining 
groups. The change is measured from January, 1950, 
to July, 1951 (latest data available in most instances) . 

® Manufacturing: Earnings increased 17 cents 
(12.2%) an hour, excluding overtime; the week 
averaged 40.3 hours compared with 39.7 hours in 
early 1950 (about 35 minutes longer) ; the weekly take 
was $64.50, a gain of $8.28 a week, 15%. 

© Railroads: Hourly earnings were up 22 cents; 
hours increased 1.4 a week; weekly earnings were 
$11.35 (18.4%) higher.’ 

© Bituminous coal: Nearly 32 cents more an hour 
was earned in mid-1951; the work week increased from 
a low of 24.5 hours to 32.3 hours; weekly wages aver- 
aged $72.68 in July, 751. 


® Retail trade: Eleven cents was added to hourly 
pay; weekly hours were almost unchanged; earnings for 
a week’s work were $4.87 greater (a 10.5% rise) . 


® Construction: Hourly earnings advanced 22 cents; 
the work week was fully a half-day above the seasonal 
low of January, 1950; the weekly take was $84.28 in 
mid-1951. 


© Hotels, laundries, cleaning and dyeing: Hourly 
pay increased 8% (6 cents-8 cents); in cleaning and 
dyeing, hours a week were fractionally higher and the 
weekly yield nearly $4 more; in hotels and laundries, 
a shorter work week prevailed but $2.50 and $2.86, 
respectively, was added to weekly wages. 


1Wage change based on rise to June, 1951, the latest data 
available. 


while those in prospering industries have gained more 
disposable income than the average. 


FRINGE BENEFITS 

More liberal fringe benefits accompanied money- 
wage boosts in 1950 and 1951 negotiations One of 
every three contract settlements signed in the first 
half of 1950 provided for new or expanded fringe 
benefits along with a direct wage increase. In addi- 
tion, three out of ten settled for liberalized benefits 
alone. In the second half of the year, money-wage 
increases plus expanded nonwage benefits were even 
more popular—and were given in over two of every 
five settlements. Few agreements at this time pro- 
vided for improvement in fringes only.? 


1Production workers’ earnings do not reflect all the payments 
made by employers on behalf of workers. The rapid growth of non- 
wage payments (for fringe benefits) beginning in the Forties added 
a new component to today’s labor bill. Additions to earnings repre- 
sented by employer contributions to governmental and private 
plans for retirement, unemployment, sickness and death accounted 
for over 5% of the wage and salary bill in 1950. 

2All private industry rather than just the manufacturing segment 
is discussed here. In general, the trends observed similarly apply to 
factory workers. 

The type of wage settlement is based on 362 union-contract settle- 
ments during the January, 1950-July 15, 1950, period, and 811 
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Additional holidays, longer vacations, and new or 
liberalized insurance and pensions were the fringe 
items most often granted. No information is yet 
available on what is happening in 1951. But until 
July 20, government controls required that the value 
of fringe benefits should be offset against the 10% ceil- 
ing. This rule may have discouraged some fringe ex- 
pansion since such benefits would have to be given in 
lieu of money increases. As noted earlier, the regula- 
tion has been loosened and now allows increases in 
some fringe items up to the limit of the area or indus- 
try practice without regard to the 10% ceiling. 


SUMMING UP 


So far, factory workers as a whole have maintained 
their pre-Korea purchasing power. All the measures 
of production workers’ earnings substantiate this as 
fact. But workers in industries that have been de- 
pressed in recent months have suffered a loss in their 
weekly take because of cuts in the work week. How- 
ever, there are encouraging signs of a marked business 
improvement in these industries in the months ahead. 
Another positive factor is that wholesale prices have 
been declining since spring,! and the reductions will 
most likely act to restrain consumer prices. 

The present official policy allows wages to change 
with living costs and to be adjusted for productivity 
gains. Whether there will be any changes in the 
regulations on some other grounds is not yet clear. 
Steel negotiations, to begin at the end of this year, 
may point the way. 


GertrRuDE DrutscH 
Division of Business Economics 


settlements in the second half of 1950. See “1950 Wage Negotiations— 
The First Half,” and “Wage Picture—Second Half of 1950,” The 
Conference Board Management Record, August, 1950, and February, 
1951, issues. 


1The wholesale price of all commodities was 3.3% lower in August 
than in March. 
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General 


Edwin B. George, economist, Dun & Bradstreet (in an 
address before the Boston Conference on Distribution, 
October 15) —“The trends in both aggregate supply and de- 
mand will be slightly upward through the remaining nine 
months of the (current fiscal year), and . . although 
the advantage in the race should still be with demand it will 
‘be so slight as to exert little new upward pressure on prices 
im general. . . . (1) If expectations in the separate areas of 
activity I have examined should be fulfilled, the seasonally 
adjusted annual rate of total net spending for the five 
quarters in which we are interested would eventuate as 
follows: $325.6 billion (second quarter, 1951, actual). $328 


billion (third-quarter approximation); for the quarters ly- 
ing ahead, $338 billion, $344 billion, and $350 billion. (2) 
Of these advances, perhaps half will spring from additions 
to physical supply. If real output should increase by be- 
tween 3%-4% over this period, as anticipated, and if spend- 
ing should materialize as anticipated, second-quarter, 1952, 
prices in general should be only slightly higher than in the 
second quarter of 1951... . (8) Civilian employment will 
continue to rise. The annual rate of over-all real output 
will top the all-time peak set in the latter part of World 
War II. And although differences in product mix might 
hold the index of industrial production below the record 
level of 247 set in the late fall of 1943, industrial activity 
will be moving steadily toward that figure. Since 
the national security share of the totals will be much less 
than it was in World War II, supplies available for civilians 
will of course be much more plentiful. In fact, the pros- 
pects are that they will be more abundant than ever before, 
taken in aggregate and perhaps even per capita. It is 
guns and butter for fiscal 1952.” 


First National Bank of Boston (New England Letter, 
September 28)—“The approach to the fourth quarter finds 
business activity sluggish but with growing signs that the 
bottom may have been reached. The upturn may be slow 
in developing but once under way it will gather consider- 
able momentum because of heavy spending by government 
and _ business. . By next spring, business enterprise 
should be operating in high gear, with prospects that in- 
dustrial production and personal income may reach a new 
postwar peak by that time. . . . It is likely that savings 
will continue on a high level for some time to come as 
prospects are that consumers will not scramble for goods. 

. . The strong upward pressure on prices that has been 
anticipated in some quarters may not develop for some 
time.” 


Leon Keyserling, chairman, Council of Economie Ad- 
visers (in an address before the National Economie Con- 
ference for Israel, September 23)—‘“I feel confident that 
within a year from now instead of being at a $325-billion 
economy, we will be at a $340-billion economy, and that 
within four years from now . . . we will be at a $400- 
billion economy—not in terms of price increases, although 
there may be some—but . . . in real terms.” 


Federal Reserve Bulletin (September) —“Prospects are 
good that saving in anti-inflationary forms will continue at 


a high level, at least if a strong inflationary trend does not 
develop.” 


Charles E. Wilson, director of defense mobilization (Third 
Quarterly Report to the President, October 1) —“The rate of 
growth during the coming months will not be as great as 
during the last half of 1950, when we added to our national 
product at a rate of nearly 10% a year. But the rate of 
growth should continue through 1952 at perhaps half that 
rate. This would bring us . . . to a gross national product 
of nearly $350 billion, figured in 1951 prices, by the end of 
1952, compared to an annual rate of around $300 billion at 
the time of the Korean invasion and $313 billion during the 
last quarter of 1950. . . . As we now see it, therefore, the 
total volume of goods and services available to consumers 
will remain fairly constant during 1952. Within this 
total, production will shift to some greater extent from 
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restricted items—such as consumer durables—to other types 
of goods and services.” 


Harry A. Bullis, chairman of the board, General Mills 
(Commercial and Financial Chronicle, October 18) —“At 
present some forces are working toward inflation and some 
toward deflation. . . . It seems possible that the deflation- 
ary forces will prove more powerful than the inflationary 
forces, provided certain conditions prevail. These are: 
(1) high taxes; (2) efficient labor; (3) increased produc- 
tivity resulting from technical improvements in plants and 
equipment; (4) new housing construction of no more than 
900,000 units, compared to 1,400,000 units in 1950; (5) a 
decrease in expenditures for plants and equipment; (6) 
a cessation of inventory increases. . . . It would appear 
that we are in a period of relative stability, with possibly a 
slight inflation of prices during the six months.” 


Bureau of Agricultural Economics (Demand and Price 
Situation, released October 12)—‘The rapid buildup of 
industrial productive capacity, the substantial inventories of 
many consumer goods, and the prospective record output 
of farm products should serve to moderate any upward 
pressure on prices over the next few months.” 


Capital Expenditures, Construction 


Dexter M. Keezer, director, department of economics, 
McGraw-Hill Publishmg Company (in an address before 
the Federal Reserve Forum, September 20) —‘Investment 
in new industrial plant and equipment can confidently be 
expected to continue at a very high level well into 1952 


and probably into 1953. Thereafter some decline is to be’ 


anticipated.” 


Engineering News-Record (October 4)—In summariz- 
ing comments of speakers at Producers’ Council meeting: 


“In dollars, construction spending in 1952 will probably 
come to about $26.5 billion, roughly 10% less than this 
year. Harry Sheftel of the Defense Production Administra- 
tion made a rough breakdown of the estimated 1952 total: 
$17 billion private and $9.5 billion public. For the next 
year he forecast that three classes of construction would 
increase—privately financed industrial building, military 
command construction, and Atomic Energy Commission 
work. All other types of construction will go down about 
20% dollarwise. Commercial building will continue to 
decrease. The dollar volume for that class of construction 
will be about half of 1951... . 


“H. E. Riley, in charge of census of housing starts for 
the Bureau of Labor Statistics, also predicted 800,000- 
900,000 new start for 1952. But he gave larger dollar esti- 
mates for total construction expenditures in 1951 and 1952: 
$29 pillion-$30 billion for this year and $27 billion-$28 bil- 
lion for next. . . . “John T. Anderson, of Armco Steel Cor- 
poration, pointed out that the peak use of structural shapes 
in the industrial expansion program will come in the first 
half of 1952. The plate shortage will continue longer, he 
believes.” 


Food 


Bureau of Agricultural Economics (Vegetable Situation, 
released October 19)—“Demand for fresh vegetables in 
1952 is expected to be slightly stronger than in 1951, with 
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demand for processed vegetables almost as strong. The 
level of prices received by farmers for vegetables in 1952 
will depend in part upon the volume of production, with 
the probability that increases in demand may be largely 
offset by increases in production. Production next year 
could be overdone, particularly for potatoes and dry peas. 
. . . Supplies of canned and frozen vegetables will be gen- 
erally adequate and will likely sell at slightly higher retail 
prices than a year earlier owing to higher raw-product costs 
to canners and to stronger civilian demand. Some items 
may be in substantially larger supply than last winter, and 


may show little if any increase at retail. These include such 


items as canned and frozen peas, spinach and snap beans. 
On the other hand, supplies of canned sweet corn may be 
a little short until fall 1952.” 


Bureau of Agricultural Economics (Livestock and Meat 
Situation, released October 5)—“Even with the seasonally 
large marketings that are expected in the fourth quarter, 
cattle slaughter for 1951 will likely total no more than 18 
million head. This would be the smallest annual slaughter 
in at least eight years. Cattle numbers are rising. By next 
January 1, there will be around 6 million more head of 
cattle and calves on farms than a year earlier, setting a new 
high record.” 


Material Requirements 


Steel (October 8)—“The peak take of all materials by 
the military will occur in the second quarter of 1952. Con- 
sumption will level off from then on—unless a revised 
guided missile and aircraft program comes about, and then 
the whole picture would change overnight. The idea is to 
equip the military for one year of war. The basic material 
stock-pile objective is five years, but we’re far short of the 
goal.” 

Iron Age (October 24)—“The steel take for defense will 
be very high in the first quarter of 1952—it will probably 
reach its peak about midyear. After that, it is expected to 
level off for a time—then slowly decline.” 


American Iron and Steel Institute (Steel Facts, October) 
—‘“After steel requirements for direct military use and 
atomic energy have been supplied in 1951 and 1952, as much 
finished steel is likely to be available for other uses this 
year and next year as this country consumed in the record 
year 1950. . . The direct military and atomic energy 
requirements, excluding all-out war, are expected to rise 
to the equivalent of an annual maximum of 12 million tons 
of steel by the middle of 1952. . . . That amount will ap- — 
proximate the expected increase in finished steel shipments 
next year as compared to 1950.” 


Passenger Cars 


Ward’s Reports, Inc. (Ward’s Automotive Reports, Octo- 
ber 22) —“A long-range forecast of passenger-car production 
in 1952 indicates an output of approximately 4,400,000. This 
would be 2,000,000 less than 1950 and about 1,000,000 below 
1951 and 1949. On the other hand, the estimate would sur- 
pass the 3,900,000 of 1948 and the 3,750,000 of 1941... . 
Regardless of whether CMP operates efficiently or not, it 
appears that the second quarter of 1952 will be the roughest 
period of the coming year. . . . It is expected, however, 
that the situation for civilian manufacture will brighten 
steadily from that point on.” 


SIZE vs. SALES: WHOLESALE AND RETAIL 


WHOLESALE ESTABLISHMENTS 
138,439 = 100% 


243,366 = 100% 


A. 
MANUFACTURERS’ 
SALES BRANCHES 
AND OFFICES 


B. 
PETROLEUM 
BULK STATIONS 
AND TERMINALS 
12.1% 


SALES SIZE 
UNDER $100,000 


SERVICE : 
WHOLESALERS 
56.9% 


WF 


C. 
AGENTS AND 
BROKERS 
10.0% 


Of the 243,366 wholesale establishments in the United States in 1948, service wholesalers were do- 
ing 38% of all the business. An examination of these 138,439 establishments by sales size shows that 37% 
in the under-$100,000 group did 3.3% of the total sales volume, while 1,734 in the $5-million-and-over 
bracket (1.3%) accounted for about 26% of total receipts. 


$ 188.7 BILLION =100% $ 72.0 BILLION = 100% 
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business. 


In 1948, 47.1% of all retail stores had sales of 

less than $30,000 each and accounted for 8% of 
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Food expenditures as a percentage of disposable income 


Sources: Department of Commerce; THe CONFERENCE BoarpD 
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HIGH FOOD PRICES AND CONSUMER BUYING 


ESPITE higher food prices, the major exception 
D to the recent slowdown in retail trade has been 
in food sales. Of course this is largely ex- 
plained by the fact that “people have to eat.” But 
since food prices have risen more than most consumer 
items, have consumers satisfied their appetites for food 
at the expense of their desire for other things? If so, 
does this help explain the drop in other sales in the 
second and third quarters of 1951? 

It can safely be assumed that food prices had an 
effect on the expenditures of some consumers—but 
then the effects of previous buying sprees, credit 
curbs, and a diminution of backlogs also played a 
significant part in aggregate sales movements. And 
it must not be forgotten that the increase in employ- 
ment since April, 1950, put dollars into the hands of 4 
million persons previously unemployed or out of the 
labor market. 


LONG-TERM EFFECT 


Added up, the evidence indicates that the level of 
food prices cannot be singled out as the only or even 
as the chief cause of the drop in consumption of 
other items. However, continuing high food prices 


might have a noticeable impact on future consump- 
tion patterns. As it is, longer-term trends show that 
expenditures on food are still absorbing more of the 
current income dollar than before the war, but that 
they take no more of the consumer’s “real” purchasing 


power than in 1935-1939. 


From the first to the second quarter of 1951, dis- 
posable income increased $5.3 billion. During this 
period, all retail sales except those of food declined.t 
Savings increased. These trends appear to have per- 
sisted through the third quarter. 

From the second quarter of 1950 to the same 
quarter of 1951, food prices rose more than per capita 
disposable income, as they have ever since prices were 
decontrolled in 1946. The rise in food prices was 
13.3%, while that of per capita disposable income was 
11% (total disposable income increased 12.8%). 


Compared with the 13.3% increase in food prices, - 


average retail prices (including food) increased 11%. 

The drop in other sales during the second quarter 
and its extension into the third quarter resulted in 
a changed relationship between food expenditures and 
total consumer expenditures.? A jump of 13% in food 


'The result was that expenditures for food increased from 28% of 
total personal consumption expenditures (expenditures on all "goods 
services) to 29.0%. 

*Includes the value of services. 
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expenditures raised the proportion to total expendi- 
tures 1.6 percentage points from the second quarter 
of 1950. (See chart.) This increase was entirely 
attributable to price, since the volume of food bought 
showed no change. 

Total consumer expenditures increased almost 7% 
in value but declined approximately 114% in volume. 
The volume drop would have been steeper had it not 
been for consumer expenditures on services, which 
increased during the second quarter. The remainder 
showed a sharp decline. Apparently, people cut 
down on their volume of buying but maintained 
their high level of food consumption. 


INCOME vs. PURCHASING POWER 


A somewhat different picture emerges when food ex- 
penditures are analyzed in relation to income and 
purchasing power. Not only does disposable income 
include the total of consumer expenditures, but it 
also includes savings. Savings can move in a counter 
direction to prices and income and in so doing pro- 
duce sharp changes in long-standing relationships. 

Savings were such a factor during the second quarter 
of this year. They increased sharply from a yearly 
average of $11 billion during 1950 to a yearly average 
of $21 billion during the second quarter of this year, 
with a further increase to $22 billion in the third 
quarter. 

While food expenditures as a proportion of the total 
showed a slight (1%) increase, Income just about 
kept pace with rising food expenditures. And after the 
latter were made, there was $164.3 billion left over as 
compared with $145.8 billion a year ago.} 

Total real purchasing power remaining after food 
expenditures mounted from $87 billion to $92 billion, 
and from $577 to $598 on a per capita basis.” Appar- 
ently, more real purchasing power was available to 
consumers after their spending on food despite the 
sharper-than-average increase in food prices. Para- 
doxically, the volume of per capita food buying 
dropped slightly, even though more could have been 
financed. This also held true for total retail sales.? 

If the consumer were aware of the fact that on the 
basis of real purchasing power he was better off dur- 
ing the second quarter of 1951 than a year earlier, 
then rising food prices must have had little influence 
on his spending for nonfood items. If he were not 
aware of his real situation, then food prices may well 
have been (and may continue to be) one of the 
factors influencing him to slow down his spending. 

Whatever the answer, it would have to be qualified 
by the influence of other factors appearing in the 


1Because the same percentage of food outlays to all income were 
now taken from a larger dollar amount of income. 

2In 1935-1939 dollars. ) 

8This analysis must be qualified to the extent that an increase in 
contractual savings (insurance premiums, repayment of debt, etc.) 
put nondeferrable claims on funds. 
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Food takes more of consumption dollar... 
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April-June quarter. Two important ones are that: 


© Employment, on an uptrend during 1950 and the 
first quarter of 1951, leveled off by April; and 

© Total consumer demand became markedly less urgent 
by the second quarter. 2 


Increased employment distributes more income, 
but it distributes it in a particular way. If a 10% in- 
crease is shared equally, then all consumers experience 
a roughly proportionate rise in disposable income. 
If, on the other hand, the increased purchasing power 
goes largely to new workers, then these newly em- 
ployed experience a more than 10% increase in 
disposable income, while the majority of income recipi- 
ents feel only a relatively minor increase or none at all. 


ADDED WORKERS GET MORE 


This process has recently been at work. Employ- 
ment, seasonally adjusted, mounted continually dur- 
ing 1950 and the first quarter of 1951. At the same 
time, disposable income increased $25 billion. Since 
almost 4 million more persons (not including the agri- 
cultural sector) were working, a substantial share of 
the rising income went to them. The average share 
going to those previously in the labor force was, of 
course, less than proportionate. 

The rise of 13.3% in the price of food was roughly 


1The equivalence is not exact because of the differential impact of 
taxes on income brackets. 
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4 percentage points more than the rise in take-home 
pay of the steadily employed worker, but markedly 
less than the probable percentage increase in the take- 
home pay of the additional workers. Some were new 
entrants into the labor force. A large portion had 
previously been on the unemployment rolls, largely 
subsisting on unemployment insurance relief payments 
and incidental outside income. 

The reaction of the newly employed workers to 
existing market prices was conceivably quite differ- 
ent from that of those already employed. Whatever 
squeeze food prices put on the latter, the effect was 
not the same on the new workers. Their greatly in- 
creased earnings could cover the higher food prices 
—perhaps they could even expand food purchases— 
and at the same time leave a healthy slice of pur- 
chasing power available to support other markets. 
These 4 million workers helped maintain all expendi- 
tures on a high level.4 

By the start of the second quarter, this stimulus no 
longer existed. With employment on an even keel, 
new workers were not entering the market in any ap- 
preciable numbers. Subsequent increases in income 
were not concentrated—all were probably shared 
more or less equally. 


OTHER INFLUENCES 


Buying splurges and the existence of a backlog of 
demand also helped obscure the effects of increased 
food prices. Backlogs have been particularly impor- 
tant throughout the postwar period. When current 
income was not high enough to support war-deferred 


1For those new workers who were single or the only breadwinners 
in a family, the effect of new income was significant. To the extent 
to which they were additional income earners for the family, the 
added income represented less of a percentage increase in buying 
power. In this case the effect was similar to that on the income of 
workers moving to higher-paying jobs. 


demand, savings were generally called upon to help. 

By the second quarter of this year the post-Korean 
buying sprees had filled consumer inventories, and 
backlogs for many items were apparently disappear- 
ing. Total consumer expenditures might thus be more 
in line with prewar relationships to Income in coming 
periods whenever there is no lack of supply to meet 
demand. 

An understanding of the impact of high food prices 
is important to, among others, the producers and 
sellers of nonfood items. Food is by far the most im- 
portant item of expenditure. It ranges from 50% of 
the total for families in the lower-income strata to 
20% for high-income groups, and averages approxi- 
mately 28% of total personal consumption. Because 
the volume of food buying is relatively insensitive to 
price changes and takes a large part of the family 
budget, the price of food exerts somewhat greater in- 
fluence upon consumer expenditures than do price 
changes in other consumer items. 

The importance of food prices in this connection 
has increased since World War Il. From June, 1946, 
to July, 1951, the consumers’ price index increased 
39%, the all-commodity retail price index rose 40% 
—and food prices went up 56%. The spread between 
food and nonfood items is even larger than these 
figures indicate, for the first two indexes include food 
quotations. During this same period, per capita dis- 
posable income increased about 29%, clearly not 
matching the rise in food prices. 


WARTIME SHARE ROSE 


Second-quarter trends raise the question as to 
whether the buying pattern of that quarter indicates 
a greater future role for food prices than they have 
held since the war. A look at prewar relationships 
throws some light on this problem. 

During the war, dollar expenditures for food grew 
relative to total personal consumption expenditures. 
When restrictions were cast aside following the war, 
it might have been expected that the relative propor- 
tions of food and nonfood expenditures would quickly 
return to a prewar status. Nothing of the kind oc- 
curred (see chart, page 427). Food expenditures as a 
percentage of total consumer expenditures increased 
slightly from 1945 to a peak of 29% in 1948, despite 
a sharp drop in per capita food consumption in 1947 
and 1948.1 Food outlays in proportion to total ex- 
penditures then declined, but in 1951 began to climb 
again, increasing to 29% by the second quarter of this 
year, despite record consumer purchases of nonfood 
items. The reasons were higher food prices and an 
increase in civilian per capita food consumption. (See 
chart.) 

During the war, disposable income increased more 


1Civilian per capita consumption of food declined from 119% of 
the 1935-1939 average in 1946 to 111 by 1949. It has since increased 
to 113-114. : 
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rapidly than food expenditures, the latter dropping 
in relation to disposable income between 1941 and 
1945. Despite a decline in civilian per capita food 
consumption, expenditures as a share of income also 
rose considerably after the war. The reason was 
the same—high food prices. The effect was also the 
same—proportionately less available for spending on 
nonfood items. 

Before the war, expenditures for food averaged 
close to 24% of total consumption expenditures, on 
both a value and volume basis. The data reveal a 
very stable relationship—the proportion seldom vary- 
ing by more than one percentage point. During the 
war, the proportion spent for food rose to 29% on a 
volume basis. But it is now back to 24%. But on a 
value basis, food expenditures have shown no inclina- 
tion to return to prewar levels. Is the consumer 
aware of the fact that on the basis of physical volume, 
food buying has declined from its high position during 
the war, and has now returned to its prewar relation- 
ship with the total volume of his buying? 

Food expenditures have run a similar course with 
respect to disposable income. Prewar food expendi- 
tures were typically 23% of disposable income on a 
current value basis, and slightly higher on a volume 
base. During the war, the proportion dropped to less 
than 22% in value. Since the war, food’s share of dis- 
posable income has risen to 26%, well above its pre- 
war level. 

However, an entirely different picture results when 
the statistics are corrected for price change. 

In terms of real purchasing power (physical volume 
in terms of 1935-1939 purchasing power), the volume 
of food expenditures dropped during the war to 21%, 
and since 1947 has varied between 22% and 24%. 
Apparently expenditures for food have returned to 
the prewar relationship (about 23.5%) with consumer 
“real” purchasing power. 

The effect of future food price levels may well 
depend on which has more weight in the consumer’s 
mind: the fact that food is taking a larger share than 
prewar of his dollars or the fact that it is taking 
about the same share of his purchasing power. 


GrorcE Benson 
Division of Business Economics 


ECAUSE food outlays comprise a major share of 
most family budgets, higher food prices have been 

the most important single factor driving up the cost 
of living since Korea. Since June, 1950, the prices 
paid by consumers for food have risen some 12%, 
while the increase in all other consumer items averaged 
about 7%. Food prices actually started their upward 
spiral in March, 1950, but the bulk of the increase 
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Food Leads the Consumers’ Price Race 
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1939 41 43 45 47 ‘49 {950 195] 
Index numbers: 1935-1939=100. Nonfood prices represent prices of apparel, 


rent, fuel, electricity and refrigeration, housefurnishings, and miscellaneous. 
Data for 1950-1951 not exactly comparable with the earlier data. 


Source: Bureau of Labor Statistics 


occurred since June of that year. From January, 
1950, food prices rose 16%, other consumer prices 
about 7%. 

Other groups of expenditures in the family budget 
have also been affected by substantial price increases 
since Korea. Apparel is up 10% and housefurnishings 
14%. These two areas of consumption, however, do 
not have as great an importance in the consumer’s 
budget as food. The average wage-earner family 
channels about one third of its expenditures into food 
purchases. This compares with 138% and 6% for ap- 
parel and housefurnishings, respectively. 

Considerably smaller price increases occurred in the 
other segments of family spending. Rents have risen 
5% since the Korean war; fuel, electricity and refriger- 
ation, 4%; and the miscellaneous! group 7%. 

Hence prices for food, apparel, and housefurnishings, 
with food exerting the major weight, have been largely 
responsible for pushing the consumers’ price index to 
the current high level. 


PRICES ALONG THE LINE 


Food prices at the wholesale level have jumped 
around 20% since the beginning of last year. Al- 
though wholesale prices of commodities other than 
food have come down about 3% in the last six months, 
wholesale food prices are still at peak levels. Soaring 
meat prices are the main reason for the steep climb 
of wholesale food prices. Meat prices at wholesale 
mounted about 35% from the beginning of last year. 

Price rises for other food categories have generally 
been much more moderate. Dairy products, cereal 
products and poultry are up about 15%, fruits and 
vegetables 6%, while “other” foods have risen 23%. 


1Includes medical care, drugs, household operation, recreation, 
beer, tobacco products, personal care, transportation, etc. 
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Had it not been for the sharp upswing in meat prices, 
the index of wholesale food prices would be several 
percentage points below its present level. 

Meat prices have also been a major influence push- 
ing up retail food prices. Retail meat prices have 
gone up some 30% since the beginning of last year, 
while all retail food prices rose 16%. Most of the 
increase occurred since Korea. (See chart.) 


WHICH FOODS MOVED UP MOST 


Besides beef, the foods which have increased most 
sharply in price at the retail level since Korea are 
fish, dairy products (butter, cheese, milk, and ice 
cream) , eggs, canned fruits and vegetables, beverages, 
fats and oils. The foods with the smallest price in- 
creases have been pork, chicken, and fresh fruits and 
vegetables. 

The wholesale food price rise of 16% in the past 
sixteen months, as against 12% for retail food prices, 


narrowed the spread between the two. The gap be-- 


tween retail food prices and prices received by farmers 
for food products also lessened after Korea. Retailers’ 
margins therefore seem to have been squeezed more 
than those of wholesalers. Prices received by farmers 
for food rose almost 25% from June, 1950, to Febru- 
ary of this year—about double the increase in retail 
food prices. Marketing costs did not increase during 
this period. Had these charges” also risen by 25% 
it is likely that retail food prices would have risen 
considerably more than 12%. Since this was not the 
case, profit margins of distributors declined, especially 
at the retail level. 

According to reports of fourteen food chains com- 
piled by the National City Bank of New York, profit 
margins as a percentage of sales dropped from 1.6% 
for the first half of 1950 to 1% for the first six months 
of this year. Ceiling prices of meats are reported to 
be the chief cause of the squeeze on profits. First, 
costs rose more sharply than retail prices. Second, 
the volume of meat sales slipped owing to the diffi- 
culty of getting enough meat, especially beef, at ceil- 
ing prices. So from the middle of 1950 to the begin- 
ning of this year, the farmer’s share of the consumer’s 
dollar spent on farm foods rose from 46 cents to 51 
cents. Conversely, marketing costs as a percentage 
of retail cost dropped from 54% to 49%. 

Since February, 1951, retail and wholesale food 
prices have tended to remain fairly steady, but prices 
received by farmers are down 5%. The farmer’s share 
of the food dollar currently stands at about 49 cents, 
while marketing costs have gone up to 51 cents. So 
even though the spread in food prices between the 


1Other foods include baking powder, beverages, cocoa, coffee, 
molasses, margarine, peanut butter, pepper, salt, tomato soup, corn 
starch, sugar, tea, vegetable oils, vinegar. 

*Marketing charges are essentially the difference between retail 
cost and farm value. They include all processing and distribution 
costs. 


Wholesale Meat Prices Keep Jump on Retail 
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farmer and retailer widened a bit in the past half 
year, it is still substantially narrower than pre-Korea. 


EFFECT OF HIGH BEEF PRICES 


Because purchases of beef generally take about 
one eighth of family food expenditures, a larger por- 
tion than is spent on any other single food item, high 
beef prices have been most influential in the food 
price picture. There are plenty of cattle on the graz- 
ing range. The number is currently the largest in 
history. close to 90 million. However, the livestock 
growers and feeders feel it would be more profitable 
to hold on to their cattle herds rather than sell them 
at current ceiling prices. 

While prices of feed grains are up from last year’s 
levels, feed is still comparatively cheap relative to 
the selling price of cattle. Profit margins, however, 
are generally down from last year. So cattle feeders 
are generally finding it more lucrative to fatten their 
cattle herds. With each added pound, the total profits 
from selling livestock at a price that exceeds the cost 
per pound of fattening the animal will increase. Also, 
they are holding back with the hope of higher ceilings 
or price decontrol. As a result there are fewer beef 
cattle reaching the packers, and cattle slaughter this 
year dropped to an eight-year low. 

Consumers are apparently willing to pay rather 
high prices for the beef they can get. The United 
States average retail price for good-grade beef rose 
from 67 cents a pound at the beginning of 1950 to a 
current level of about 85 cents. 

Big packers and large retail chains that tend to 
comply with the letter of OPS ceilings more closely 
than smaller operators are not getting nearly enough 
beef to meet demand. Some of the smaller packers 
and retailers are paying black market prices in order 
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, to get adequate supplies of beef. Consequently, some 


housewives are also paying black market prices for 
beef. Many big meat-packing companies are buying 
about half the number of beef cattle that they would 
normally. 


POSTWAR HISTORY 


Sharply rising food prices have been a matter of 
concern to consumers not only since Korea but since 


- the lifting of price control in mid-1946. 


One of the severest increases in consumer food 
prices in United States history took place in the two 
years immediately following decontrol. From June, 
1946, to July, 1948, prices rose almost 50%. An in- 
crease of similar dimensions for a two-year period had 
not occurred since pre-World War I, when consumers’ 
food prices from the end of 1915 to the end of 1917 
also rose about 50%. Prices of all other major cost- 
of-living groups rose only 20% to 30% from mid-1946 
to their pre-Korea peak. (See table.) 

Why have prices of food risen more rapidly than the 
other items in the consumer budget? One of the factors 
responsible is that high incomes in the immediate 
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postwar period coupled with a shortage of consumer 
durables—automobiles, refrigerators, etc.—resulted in 
more money available for food. Although this situ- 
ation also prevailed during most of the war years, 
rationing and shortages of many food items, es- 
pecially beef, held food consumption below effective 
demand. With the war over, supplies of hard-to-get 
foods generally improved, but since more people were 
able to buy fancier foods and better cuts of meat, 
prices tended to be bid upward. Price supports and 
the easy responsiveness of food quotations to market 
forces have helped. Heavy food exports to war-torn 
Europe also exerted an upward pressure on prices. 


From the end of the war until 1948 not only did 
over-all meat consumption expand but most of the in- 
crease was in beef. Per capita consumption of beef 
rose to 48.4 pounds and 54.6 pounds in 1946 and 1947, 
respectively, compared with 46.6 pounds in 1945. Con- 
sumption per person of lean pork also rose in the 
postwar period to 49.1 pounds and 45.4 pounds com- 
pared with 43.1 in 1945. Veal consumption, however, 
went down on a per capita basis from 10.7 pounds in 
1945 to 9.0 and 9.7 pounds in 1946 and 1947, respec- 


Less Beef, Veal and Lamb—and More Pork 
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Consumers’ Price Index 


Pre-Korea Peak 


ane Change 
Item eee 1848 to 

(1935-39 Index Pre 
=100) Date Mite osee 

ea. 

Albsitems?) sscc acres cies 13355 August and 
September, 1948 | 175.2 | 31.2 
Foodigess eicck nee 145.6 July, 1948 216.8 48.9 
Apparel? occa acer: 157.2 | October, 1948 | 201.6 | 28.2 
IRenGaeraree poe 109.9 June, 1950 130.9 19.1 
Fuel, electricity and 
refrigeration........ 110.5 | March and April, 

1950 140.3 27.0 
Housefurnishings..... 156.1 | October, 1948 | 198.8 | 27.4 
Miscellaneous........| 127.9 | December, 1949 | 155.5 21.6 


Source: Bureau of Labor Statistics 


tively. Lamb and mutton likewise dropped to 5.9 
and 4.8 pounds a person in 1946 and 1947 from 6.5. 
pounds in the preceding year.” 

After the middle of 1948 when a general business 
recession set in, food prices also began to slip. With 
a drop in disposable income, purchases of consumer 
goods, including food, also turned down. Both total 
and per capita food consumption in 1948 dropped 
about 4% from 1947. Prices continued to decline fairly 
steadily until the second quarter of 1950 when the 
downtrend was reversed. 

Total food consumption since 1948 has been increas- 
ing at about the same rate as population so that per 
capita intake has remained fairly close to the 1948 
level. According to estimates by the Department of 
Agriculture, food consumption per person this year 
may be about 1% greater than in 1950. 


WHAT'S AHEAD? 


Where are food prices going in the months ahead? 
This is a difficult question to answer unreservedly, of 
course, but some inferences can be drawn from current 
developments. First of all, disposable personal in- 
come will probably be somewhat above the already 
high levels of the preceding part of the year, increas- 
ing the amount of money available for spending. 

At the same time, food supply for the next few 
months is expected to remain about the same as in the 
past year for most items and slightly ahead for some. 
Since the fall months mark the seasonal peak in the 
slaughter of cattle, sheep, and lambs, it is likely that 
the present period may see more of these meats in the 

1Calf slaughter dropped about 10% from 1945 to 1946. Retention 
of breeding stock by beef cattle raisers to enlarge their herds was largely 
responsible for this decrease. In 1947, calf slaughter rose again to 


the level of 1945. However, a population increase of some 4.2 million 
persons resulted in a per capita reduction in veal consumption. 


"Lamb production and marketings declined steadily from 1943 
through 1950 mostly owing to factors peculiar to the sheep raising 
industry. (For a discussion of this situation, see “The Vanishing 
Lamb,” The Business Record, August, 1949.) However, a 1% increase 
in the lamb crop this year over 1950 is estimated. 


retailers’ refrigerators and on family tables than 
earlier this year. With demand running high and 
profit margins narrow, it is unlikely that prices for 
these items will come down at all. 

Hog slaughter has also entered its seasonally heavy 
period, with the peak expected in December. Pork 
products will probably be plentiful and prices may 
come down somewhat until the year end. After that, 
some upturn may occur. 

Poultry numbers are also increasing seasonally with 
the possibility of some softening of prices in the offing. 

Cereal food products, fish, fats, and oils, dairy 
products, fruits, and vegetables are expected to be 
about as abundant as in the past year. 


Suiriey S. HorrMAn 
Division of Business Economics 


MONEY AND THE NEW DEAL 


HAT were early New Deal Objectives? Were 
they achieved? Requests for information along 
these lines have recently been received by THE Con- 
FERENCE Boarp. The most explicit statement of what 
the New Deal promised is contained in the following 
paragraphs from “The New Monetary System of the 
United States,” published by Tue Conrerence Boarp 
in August, 1934. Its author, Dr. Ralph A. Young, 
was then of the Wharton School of Finance and Com- 
merce of the University of Pennsylvania, and is now 
Director of the Division of Research and Statistics 
of the Board of Governors of the Federal Reserve 
System. 
Here are some pertinent quotations on objectives: 


Currency Management for What? 


“The pressure of public cpinion seemed to dictate that 
the supply of money be brought under definite govern- 
mental control. President Roosevelt assumed the leader- 
ship and took over the responsibilities, freely granted 
by the Congress, for effecting that control. In so doing, 
he found it necessary to place before the nation an ex- 
pression of definite objectives. . . . These objectives were 
most elaborately set forth in his radio address of October 
22, 1933, and remain essentially unmodified since that 
date by any subsequent statement of the Executive. They 
may be conveniently summed up in the following terms: 

“First, the restoration of commodity prices to such 

a level as will provide for the full employment of 

the nation’s productive resources. 

“Second, the attainment and preservation of a level 
of prices that will enable the payment of public and 


private debts at more nearly the average price height 
at which they were contracted. 
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“Third, the establishment of a price structure, so 
balanced that farm and industrial commodities may 
be exchanged on a continuously ‘fair’ basis. 


“Fourth, the prevention of price advances beyond 
the level necessary to attain the foregoing ends and 
the maintenance of a dollar of comparatively stable 
commodity purchasing power. 


* * * 


“It is frequently assumed that the practical meaning 
of the new currency objectives is the reestablishment of 
a level or average of commodity prices comparable to 
that obtaining in 1926. This assumption is apparently 
based on several fairly obvious considerations. For ex- 
ample, it is derived from the emphasis placed in official 
pronouncements of monetary policy on higher commodity 
price levels, and in semiofficial statements referring to 
the average level of prices in 1926. Furthermore, it is 
partly attributable to the fact that the most commonly 
employed measure of the average level of commodity 
prices is the index of wholesale prices, computed by the 
United States Bureau of Labor Statistics, representing 
a weighted average of 784 commodity prices, based on 
1926 as 100. Finally, it finds perhaps some support in 
the stated objective of the President to establish a level 
of prices that will permit a readier liquidation of debts 
and effect a better balance between farm and industrial 
purchasing power. 


“In addition, this popular assumption of a 1926 price- 
level goal has a theoretical and statistical foundation in 
the amount of devaluation for the gold dollar ordered 
by President Roosevelt on January 31, 1934. Accord- 
ing to the widely publicized monetary theory of Pro- 
fessor George F. Warren, who has been one of the chief 
advisers to the Treasury on monetary questions, there 
is a close and direct relation between the commodity 
price levels and the price of gold in dollars over both 
the short and long run.’ In fact, in his view, a country 
may have any price level it desires by the simple pro- 
cess of varying the gold weight or worth of its cur- 
rency unit. Because of Professor Warren’s official posi- 
tion and because deliberate dollar devaluation is quite 
without precedent in American monetary experience and 
hence in the public eye an altogether spectacular piece 
of monetary maneuvering, it is entirely natural that 
public opinion should identify the reduction of the gold 
content of the dollar as an explicit application of the 
Warren theory. 

“The statistical features of the devaluation program 
fully confirm this popular interpretation. In April, 1933, 
when President Roosevelt first launched his program of 
dollar depreciation and price-level restoration, wholesale 
commodity prices according to the Bureau of Labor 
index number stood at 60 relative to 1926 as 100. If the 
wholesale price level were perfectly connected and corre- 
lated with the price of gold, as the Warren theory alleges, 
a decrease in the gold content of the dollar of 41%, 
amounting to an increase in the dollar price of the gold of 
approximately 70%, should effect a roughly correspond- 
ing advance of the commodity price level. Under the 
Warren theory, in other words, such a decrease in the 


1George F. Warren and Frank A. Pearson, “Prices,” Wiley, IN Ys; 


1983, pp. 392-393. 
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gold content should restore the average of wholesale- 
commodity prices to somewhere near the 1926 level.’* 


Even New Deal supporters would probably not ob- 
ject to this analysis of the purposes of the managed- 
money program of the Roosevelt administration. How- 
ever, here is a series of pertinent quotes from Mr. 
Roosevelt and his colleagues (the source indicated in 
each case). 


An Adequate . . . Currency 


“Finally, in our progress toward a resumption of work 
we require two safeguards against a return of the evils 
of the old order; there must be a strict. supervision of 
all banking and credits and investments; there must be 
an end of speculation with other people’s money, and 
there must be provision for an adequate but sound 
currency.”—Franklin D. Roosevelt, Inaugural Address, 
March 4, 1933. 


. . » Raising Commodity Prices 


“The Administration has the definite objective of rais- 
ing commodity prices to such an extent that those who 
have borrowed money will, on the average, be able to 
repay that money in the same kind of dollar which they 
borrowed. We do not seek to let them get such a cheap 
dollar that they will be able to pay back a great deal 
less than they borrowed. In other words, we seek to cor- 
rect a wrong and not to create another wrong in the op- 
posite direction. That is why powers are being given 
to the Administration to provide, if necessary, for an en- 
largement of credit, in order to correct the existing wrong. 
These powers will be used when, as, and if it may be 
necessary to accomplish the purpose.”—Franklin D. 
Roosevelt, radio address, May 7, 1933. 


A Dollar ... A Generation Hence 


“Old fetishes of so-called international bankers are 
being replaced by efforts to plan national currencies with 
the objective of giving to those currencies a continuing pur- 
chasing power which does not greatly vary in terms of the 
commodities and needs of modern civilization. Let me be 
frank in saying that the United States seeks the kind 
of a dollar which a generation hence will have the same 
purchasing and debt-paying power as the dollar value 
we hope to attain in the near future.’—Franklin D. 
Roosevelt, message to the Economic Conference, London, 
July 2, 1933. 


. » » To Restore Commodity Price Levels 


“I repeat what I have said on many occasions, that 
ever since last March the definite policy of the govern- 
ment has been to restore commodity price levels. The ob- 
ject has been the attainment of such a level as will 
enable agriculture and industry once more to give work 
to the unemployed. It has been to make possible the 
payment of public and private debts more nearly at the 

_ price level at which they were incurred. It has been 
gradually to restore a balance in the price structure so 
that farmers may exchange their products for the prod- 


1Pages 29-32. 
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ucts of industry on a fairer exchange basis. It has been 
and is also the purpose to prevent prices from rising be- 
yond the point necessary to attain these ends. The per- 
manent welfare and security of every class of our people 
ultimately depends on our attainment of these purposes. 


“When we have restored the price level, we shall seek 
to establish and maintain a dollar which will not change 
its purchasing and debt-paying power during the suc- 
ceeding generation. I said that in my message to the 
American delegation in London last July. And I say 
it now once more.’ —Franklin D. Roosevelt, radio ad- 
dress, October 22, 1938. 


It Will Raise the Price Level 


“If the gold dollar is revalued at 50%, this will 
double the statutory value of our monetary gold and 
broaden the basis for our currency and credit system. It 
will raise the price level and restore the normal purchas- 
ing power of the dollar. The salutary effect of this must 
be appreciated by everyone who has considered that we 
are staggering under an enormous public and private 
indebtedness, aggregating approximately $200 billion 
incurred principally when the purchasing power of the 
dollar was much less than now prevails. 


“The purpose of this bill is not to depreciate the dollar 
below the normal purchasing power that prevailed when 
these debts were contracted, but to merely restore the 
dollar from its enhanced and appreciated purchasing 
power to normalcy. This bill will not only lighten and 
make bearable our public and private debts, but it will 
stimulate domestic and foreign trade by permitting the 
dollar to seek a level that will more nearly approximate 
the purchasing power of foreign currencies. Due to our 
appreciated dollar and the depreciated currencies of other 
nations, we have suffered a tremendous disadvantage in 
the markets of the world.”—Committee on Coinage, 
Weights and Measures, Report on Gold Reserve Act of 
1934, dated January 18, 1934. 


It is clear from the record that the Roosevelt ad- 
ministration regarded money management as one of 
several programs by means of which it hoped to attain 
certain objectives. These other programs were given 
effect from time to time during early years of the New 
Deal. It is, accordingly, not possible to say pre- 
cisely what results are to be credited to or charged 
against the monetary program alone. It is possible 
though to indicate in a fairly precise manner what 
actually took place in those areas which seemed to be 
in the mind of Mr. Roosevelt and his advisers when 
they were organizing their campaigns of reform and 
recovery. 


WHOLESALE PRICES 


e In 1933, wholesale prices (all commodities, BLS) 
averaged about 66% of 1926. In 1939 (the last prewar 
year), they still were only about 77% of 1926. It was 
not until the autumn of 1942, after this country had 
been in a major war for nearly a year, that the general 
level of wholesale prices reached the 1926 level. They 


are now more than 80% above the 1926 level. They 
are higher currently than in either of the World Wars. 


e Prices of farm products (at wholesale), which 
in 1933 averaged about 51% of 1926, averaged out at 
about 65% in 1939. It was not until about a year and 
a half after the Nazis marched into the Low Countries 
(about the beginning of 1942) that these prices again 
reached the 1926 level. 


e It is not clear whether the early New Deal re- 
garded 1926 as a model for price relationships as well 
as for the general level of prices. That year was not 
regarded as satisfactory for agricultural prices. As 
to the prices of other groups.of commodities, the rec- 
ord is rather bare. 


It is nonetheless interesting to observe what the 
price situation among the various commodity groups 
actually was in 1939: 


FiGod 0 2.r cons Se eee 70% ] 
Hides and: leather ssc). nce s deka oe 96 
Textile products’ iii oa. se eee 70 | 
Fuel and lighting... 270s ses ss 73 
Metals and metal products........ 94 
Building materials... 40. 0s0.sse0e08 g1 : of 1926 
Chemicals and allied products...... 76 | 
Housefurnishing goods............. 86 

Rawa materials 9s ..ce tees oct ss 70 
Semimanufactured articles.......... 77 
Manufactured goods .............. 80 
Corresponding figures for mid-1951 are: 
FOGG Bocce ois Soa Mere css ewe ee 86% 
Mec Uri. 8. Soa ote 175 
Hides *and= leather ...x..cu...5 beeen 131 
Textiles productsa..sc0). oes esaseee 78 
Fuel and lighting materials........ 38 
Metal and metal products.......... 88 
Building matenals .\.>. <x ans aca ent 126 Boe ee 
Chemicals and allied products...... 43 
Housefurnishing goods............. 79 

Raw smateritlss Sivas oc camicni bee 95 
Semimanufactured articles.......... 80 
Manufactured products............ 76 

All commodities les: sih.wak «ace ene 82 


From these statistics it is clear that, whether for 
good or for evil, 1926 price relationships generally 
speaking have not been restored. 


Consumer Prices 


In 1933, consumer prices averaged through the year 
about 72% of 1926. By 1939, they reached 80% of 
1926. They now stand at about 43% above 1926. 

AGRICULTURAL PRICES 

The period 1910-1914 was chosen by the New Deal 

as ideal for the relationship between farm prices and 
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other prices. The ultimate indication of whether this 
ideal has been reached is what is known as “parity 
prices” or “parity ratios.” When farm prices reached 
the desired goal, the parity ratio would stand at 100. 


In 1933, when this scheme first became official, the 
parity ratio stood at 61. By 1939, it had reached only 
77. It was not until 1942 that the figure rose to the 
theoretical goal of 100. It went far beyond parity 
during the war years, but is now only a little over 100. 


UNEMPLOYMENT 


Another aspect of the 1933 situation which received 
primary attention was unemployment. Tue Conrer- 
ENCE Boarp estimates show unemployment at 14.4 
million in March, 1933. By March, 1939, the figure 
had declined only to 10.8 million. It was not until well 
into 1942 that unemployment may be said to have dis- 
appeared—or, if other concepts of unemployment are 
employed, may be said to have become minimal. 


PROBLEM OF DEBT 


Another matter which greatly engaged the atten- 
tion of the New Deal in the early days of the first 
Roosevelt administration was the volume of outstand- 
ing debt. This is particularly true of farm and home 
mortgage debt, but is true also of other forms of debt. 
Total public and private debt, according to the De- 
partment of Commerce, amounted to $175.7 billion 
at the end of 1932. At the end of 1939, the figure was 
$184.5 billion. At the end of 1949, the latest date for 
which data are available, the total had reached $442.2 
billion. 


The reduction in private debt in the prewar years 
far overshadowed the increase in public debt. Thus 
the total of private long-term debt, which amounted 
to $87.8 billion at the end of 1932, had declined only 
to $77.3 billion by the end of 1939. By the end of 
1949 it had climbed to $111.3 billion. Farm mortgage 
debt, at $8.5 billion at the end of 1932, declined to 
$6.6 billion by the end of 1939, and had been reduced 
still further to $5.4 billion a decade later, although for 
several years now it has been rising. Nonfarm, non- 
corporate mortages (largely home mortgages) de- 
clined from $30.1 billion at the end of 1932 to $26.3 
billion at the end of 1939. Ten years later they had 
climbed to $51.5 billion, a record figure up to that 
time. 

Meanwhile, federal debt, which stood at less than 
$23 billion when Mr. Roosevelt took office, had risen 
to nearly $46 billion by the end of 1939. It now stands 
at about $257 billion, and Treasury estimates place 
it as some $265 billion at the end of June, 1952. 


LOW OUTPUT 


Finally, the output of all types of goods in 1933, 
when taken at 1939 prices, was $490 per capita. By 
1939 it had risen $698, which, however, was slightly 
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below the output of $705 in 1929. Under the pressure 
of total war it rose to $1,096 in 1945. In 1949, it 
amounted to $962; in 1950 it reached $1,017.—F. W. J. 


Insurance Companies Turn to 


Mortgages 


“The total amount of mortgage loans held by United 
States life insurance companies increased by $3,191,749,000 
in 1950 to a total of $16,097,650,000 at the end of that year. 
This single year’s growth was equal to one quarter of the 
amount outstanding at the end of 1949. What is more, 
these holdings have been increasing at a rate of about 20% 
or more per year for the last four years, the total more 
than doubling in that period. New mortgages totaling 
nearly $5 billion were acquired by the life companies in 
1950, making mortgage loans the leading outlet for life 
insurance funds during the year. . . 

“Nonfarm mortgages other than FHA and VA, mainly 
commercial and multifamily dwelling loans, made up the 
largest single category by amount with $8,011,932,000 in 
the United States and an additional $162,187,000 foreign. 
The number of these mortgages, 556,560, was exceeded, 
however, by nonfarm FHA, 621,730. These loans, which 
were distributed somewhat according to the size and indus- 
trial activity of states, were found in large amounts in New 
York, $1,600,686,000, California, $928,151,000, Texas, $641,- 
066,000, Illinois, $627,850,000 and Pennsylvania, $472,853,- 
000. These five states taken together accounted for more 
than half the amount of nonfarm mortgages other than 
FHA and VA outstanding with United States life insurance 
companies at the end of 1950. 

“The 165,470 United States farm mortgages Manet ag- 
gregated $1,320,124,000—an increase of 16.6% over 1949. 
While this type of mortgage is found in every state, there «is, 
as would be expected, a high concentration in agricultural 
areas. At the end of last year, six states (California, Ili- 
nois, Indiana, Iowa, Missouri, and Texas) had among them 
over half the United States farm mortgages held by life 
companies. 

“Nonfarm FHA and VA mortgages, which take in the 
smaller residential loans, accounted for 1,022,180 mortgages 
held and amounted to $6,590,170,000 for the entire United 
States. These two types of mortgage loans tended to be 
distributed similarly, with Texas and California the leading 
states in each case. On a national average, FHA loans 
were considerably larger in amount than VA, $7,000 as 
compared to $5,000. 

“Over the past two years there has been a noticeable 
change in the geographic distribution of insurance company 
held mortgages, with the trend being from the east to the 
west and south. ... This does not mean that there was an 
absolute decrease in the amount of loans in the eastern areas, 
but that the rate of gain was far greater in the South and 
West. Every state showed some increase in amount over the 
two years.”—Source: Institute of Life Insurance. 


CREDIT CONTROL: STILL A PROBLEM 


By J. Brooke Willis 


debt is still the major obstacle to the develop- 
ment of a flexible monetary policy. Unless and 
until a rational program of spacing federal debt ma- 
turities and of funding a part of the floating debt has 
been agreed upon, the effective use of general credit 
control techniques by the Reserve System will be han- 
dicapped if not prevented. 
I do not believe that the Federal Reserve authori- 
ties have yet evolved effective general monetary con- 


P THE UNBALANCED structure of the federal 


trols based upon open-market operations. It seems to - 


me that neither the Council of Economic Advisers 
nor the Secretary of the Treasury has any real con- 
fidence in general monetary controls. I suspect that 
the so-called accord of March 3 between the Reserve 
System authorities and the Treasury lacks a funda- 
mental basis. 

From all of this I draw the conclusion that the 
availability and cost of business credit will tend to 
be governed increasingly by direct restrictions on the 
types of assets held by lending institutions and on 
the terms of private lending transactions. 


SELECTIVE CONTROLS 


A distinction can be drawn between selective credit 
controls, financial asset controls and general monetary 
controls. 

Selective credit controls are concerned with the 
specific contractual terms of individual loan trans- 
actions. These controls are exemplified by Regula- 
tion W over consumer credit, Regulation X over 
real-estate credit and Regulations T and U over loans 
for financing transactions in securities. 

These controls have the advantage of avoiding the 
unstabilizing consequences of overexpansion (and sub- 
sequent contraction) of private debt. They are best 
adapted to homogeneous types of personal credit 
transactions in which the credit represents a high pro- 
portion of the transaction cost, and for which loan 
contracts are standardized and specific schedules of 
repayment exist. ) 

The weaknesses of selective controls are: 


A summary of an address delivered at a Round Table 
on financial factors of the business outlook on Septem- 
ber 28, 1951, at the Waldorf-Astoria Hotel as part 
of the 324th Meeting of Tue Conrerence Boarp. 


e They ignore the credit worthiness of borrowers; 

e They fail to distinguish between essential and 
nonessential transactions except on a very broad basis; 

e They do not necessarily restrict total borrowing 
power, since borrowers can, through sales of liquid 
assets and through borrowing against other assets, 
finance the very transactions which the controls are 
intended to prohibit. These controls do not seem 
well suited for restricting loans to finance business op- 
erations. 


VOLUNTARY CREDIT RESTRAINTS 


The voluntary credit restraints which were in- 
augurated last March are a kind of informal selective 
control. However, the control rests upon the pro- 
scription altogether of loans for nonessential purposes. 
The difficulties with this type of control are well 
known. First, it is difficult to lay down clear unam- 
biguous criteria of essentiality. Secondly, it is difficult 
to achieve uniform application of lending criteria. 
Finally, universal compliance is hard to achieve where 
borrowers can shop around in a system of 14,000 banks 
competing with one another and with other lending 
institutions. 

However, the effectiveness of the program to date 
has, I think, far exceeded expectations. This is at- 
tributable to the fact that lenders have shown a re- 
markable spirit of cooperation, have been given effec- 
tive guidance, and have been afforded a convenient 
excuse for saying “no” to applicants who otherwise 
might take offense. 


ASSET’ CONTROLS 


Asset controls embrace measures to curtail the lend- 
ing power of financial institutions through direct or in- 
direct limitations upon the aggregate amount of cer- 
tain classes of loans. The amount may be restricted 
by the establishment of permissible increases beyond 
a base date, or indirectly through minimum require- 
ments as to the amount of government securities and 
other liquid assets that shall be held in relation to lia- 
bilities. Such controls were designed in the past to 
protect the solvency of financial institutions, whereas 
recent proposals are intended to restrict (or even to 
encourage as in Mexico) the extension of certain types 
of credit. These controls are exemplified by the pro- 
posals of the Board of Governors of the Federal Re- 
serve System that banks be required to hold addi- 
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tional reserves in the form of government securities, 
the amount being determined either by reference to 
deposit expansion or to private loan expansion. 


Most of the recent asset-control proposals are con- 
cerned with commercial banks. However, it has been 
suggested by Marriner Eccles that insurance com- 
panies, savings banks, and savings and loan associ- 
ations might also be subjected to such controls.1 The 
report of President Truman’s four-member committee, 
appointed in connection with his memorandum of 
February 26, recommended on May 81 not only an 
emergency increase in the authority of the Board of 
Governors to require supplementary reserves in the 
form of government securities for all insured banks 
but also, under emergency conditions, “the imposition 
of mandatory limits on total credits extended by banks 
and other financial institutions (excepting essential 
loans).”? 


Plugging Loopholes 


If asset controls are to be relied upon to curtail 
aggregate lending power, they must eventually be im- 
posed on all financial institutions, if not also on indi- 
vidual lenders. Otherwise, borrowers can shift their 
demands for loan accommodations from controlled to 
uncontrolled lenders. It serves no net advantage to 
impose restrictions on the business loans of banks if 
at the same time the commercial banks (or the 
Federal Reserve banks) are induced or compelled by 
special reserve requirements to acquire government 
securities sold by would-be borrowers or by other 
lending institutions to which borrowers shift their 
demands. 

Moreover, secondary reserve requirements, loan re- 
serve requirements, and similar gadgets for controlling 
bank lending are faulty anti-inflationary measures 
since they furnish no assurance against expansion in 
total bank deposits. Deposit expansion will not be re- 
strained unless the total assets of the banks, including 
cash reserves and their government securities, not 
merely business loans, are minimized. 


Even if asset controls were extended broadly to all 
the principal lending institutions, purchasing power 
could still expand if the government’s budget were 
unbalanced and the Reserve System were prepared to 
expand credit through the purchase of government 
-gecurities. The amount of funds available for busi- 
ness expenditure is a function not only of external 
borrowing but of many other complex variables in- 
cluding sales of liquid assets, operating costs, selling 


Hearings before the Joint Committee on the Economic Report, 
82nd Congress, Ist Session, “January, 1951, Economic Report of the 
President,” Jan.-Feb., 1951, p. 159. 

2Memorandum of February 26, 1951, for the Secretary of the 
‘Treasury, the Chairman of the Board of Governors of the Federal 
Reserve System, the Director of Defense Mobilization, the Chairman 
cof the Council of Economic Advisers, published in The New York 
_ Times, February 27, 1951, p. 34; and report of the four-member com- 
mittee appointed February 26, 1951. 
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prices, taxes and dividend policy. It is necessary in 
inflationary periods to curtail aggregate purchasing 
power at the source; 7.e., to restrict increases in aggre- 
gate money incomes (and, consequently, spending 
power) that result directly from expansion of the 
money supply and from the use of liquid assets. 


MONETARY CONTROL 


The great advantage of monetary and fiscal con- 
trols is that they restrict purchasing power at the 
source. Such controls attack the root causes of infla- 
tion, are impersonal in their application, are more 
easily and flexibly administered, and are less vulner- 
able to political pressure from special interests. 
Finally, they leave the decision on credit extension to 
the competitive forces of the market and the experi- 
enced judgment of lenders. ; 


The basis of monetary control lies in the restriction 
of Federal Reserve credit. The chief obstacle since 
World War II has been the existence of the large 
public debt. On the one hand, the monetary authori- 
ties have been fearful of any measures incompatible 
with the maintenance of stability and orderly condi- 
tions in the government securities market. On the 
other hand, continued market support of the public 
debt by the central bank imparted to that debt a 
high degree of liquidity. This enhanced the lending 
power of financial institutions and created a tendency 
for the money supply to expand in response to the 
private demand for loans. 

The obsession for rigid stability in the govern- 
ment securities market precluded effective control of 
the aggregate amount and cost of credit and led to a 
continuing search for substitutes for the traditional 
techniques of open-market operations and discount 
rates. These substitutes were designed either to regu- 
late individual purchase transaction, to limit directly 
the amount of certain loans, or to prevent or dis- 
courage lending institutions and other holders of gov- 
ernment securities from selling them in order to make 
loans. 

However, following the inflationary developments 
of 1946-1948 and the investigations of the Joint Com- 
mittee on the Economic Report, there was growing 
recognition of the need for general monetary control. 
The basic assumptions of the monetary authorities 
that the 214% long-term interest rate had to be pre- 
served and the prices of government securities sup- 
ported at par came under critical review. It was 
gradually realized that Reserve credit was being 
made available on an automatic or at least semi- 
automatic basis. Moreover, the resulting expansion in 
the money supply undermined the use of other tech- 
niques for controlling credit. However, it was not until 
March of this year that the fetish of par support was 
destroyed. 

It is not clear today that the authorities have 
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really conquered their postwar inhibitions regarding 
the flexible use of open-market operations in pref- 
erence to the substitute controls they have officially 
endorsed. Nor is it clear that the “accord” of March 
3 reflects a real meeting of minds among agencies of 
government regarding the role of monetary policy. 


FEDERAL RESERVE ATTITUDE 


Throughout the early postwar period and prior to 
the “accord” of March 3, the attitude of the Reserve 
System toward monetary controls was essentially pas- 
sive. Modifications in the wartime policy of pegging 
rates on government securities evolved slowly. The 
System did favor higher short-term rates and was 
successful eventually in persuading the Treasury to 
agree, first, to the removal of the preferential discount 
rate on advances to member banks secured by govern- 
ment obligations maturing or callable within one year 
(April, 1946), and later to the discontinuance of the 
fixed 34 of 1% buying rate and repurchase option for 
Treasury bills (July 10, 1947). 

The Open Market Committee experimented with 
further variations in short-term rates beginning with 
the breaking of the 7% of 1% certificate rate on August 
1, 1947. On occasion the Reserve System modified the 
long-term support points for government bonds (as 
on December 24, 1947) ; but, generally speaking, open- 
market policy was confined within a narrow frame- 
work designed to protect a price above par on 244% 
long-term government bonds. 

Within these limits the Reserve System was able to 
vary the amount of Federal Reserve credit. In periods 
when the prices of government bonds rose to high pre- 
miums above par, funds were withdrawn from the 
market by System sales of bonds. In other periods 
when the System had to purchase bonds to prevent 
price declines, it attempted, but not always success- 
fully, to offset these purchases with sales of short- 
term government securities. By and large, however, 
the regulation of Federal Reserve credit was con- 
strained within narrow limits; upward modifications 
in short-term rates were limited by support of the long- 
term rate, and policy was always conducted with an 
eye on Treasury issuing rates. 


For Holding the Line 


While Marriner Eccles and some of his colleagues 
later modified their views, it was as late as November 
27, 1947, while he was still chairman, that he expressed 
agreement with the prediction of a bond analyst that 
“failure of the Reserve System to support the 244% 
rate of marketable government bonds would lead to 
a wholesale liquidation of all government bonds, in- 
cluding nonmarketable E, F and G bonds. On 
August 3, 1948, Governor Eccles told the House Bank- 


\Hearings before the Joint Committee on the Economic Report, 
80th Congress, Ist Session, “Anti-Inflation Program as Recommended 
in the President’s Message of November 17, 1947,” p. 140. 


ing and Currency Committee that he felt and “I know 
the Federal Reserve people as a whole feel—that we 
must . . . continue to support the 242% rate.” 

Even President Sproul, who was one of the first 
System officials to press for a flexible policy, stated 
as late as January 26, 1948,” that “without our sup- 
port, under present conditions, almost any sale of 
government bonds undertaken for whatever purpose 
(laudable or otherwise) would be likely to find an al- 
most ‘bottomless market’ on the first day support was 
withdrawn... .” 

In the autumn of 1948, when inflationary forces 
were strong, it was the opinion of Chairman McCabe 
that “the System was obligated to maintain a market 
for government securities and to assure orderly con- 
ditions in that market, not primarily because of an 
implied commitment to wartime investors . . . nor 
to aid the Treasury in refunding maturing debt, but 
because of the widespread repercussions that would 
ensue throughout the economy if the vast holdings 
of public debt were found to be of unstable value.’ 


For Other Methods 


As would be expected, opinions gradually began to 
differ as to the way out of the dilemma posed by the 
large public debt and the need for credit control. On 
the one hand, proposals were put forward, or revived, 
for freezing a part of government debt in the hands 
of the banks and other institutions and for convert- 
ing it to nonmarketable form. Governor Eccles was a 
strong advocate of special reserve requirements com- 
pelling commercial banks to hold to a minimum of gov- 
ernment securities. Specific proposals of this kind 
were made in the Board’s annual reports of 1945 and 
1946. 


In contrast with this approach, there developed a 
school of thought, exemplified by President Sproul of 
the Federal Reserve Bank of New York and his asso- 
ciates and recently expounded in several published 
essays,* that the central bank could turn the large 
public debt to advantage. Instead of living in fear 
of the monster, the debt might be harnessed to serve 
the objectives of monetary policy. The Sproul school 
regarded the special reserve in the form of govern- 
ment securities, and related proposals, as “attempts 
to avoid the essence of monetary control; namely, 
that there must be changes in the availability of 

Hearing before the Committee on Banking and Currency, House 


of Representatives, 80th Congress, 2nd Session, on 5 J Res. 157, 
July-August, 1948, p. 182, “Inflation Control.” 

"Remarks of Allan Sproul, President, Federal Reserve Bank of 
New York at the mid-winter meeting, New York State Bankers 
Association, January 26, 1948. 

“Hearings before the Subcommittee on Monetary, Credit and 
Fiscal Policies of the Joint Committee on the Economic Report, 
81st Congress, Ist Session, September, November and December. 
1949, p. 465. i 

“Money, Trade and Economic Growth,” in honor of Jo 
Williams, The Macmillan Company, New York, 1951. See poten! 
the essays by Allan Sproul, Robert V. Rosa, and Howard S. Ellis, 
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credit appropriate to the changes which may be taking 
place in the business situation.” Mr. Sproul and others 
placed great importance on the need for “alternating 
programs of restraint, ‘neutrality,’ and ease . . . and 
to act promptly with each change in the general 
situation.” They stressed the sensitiveness of the 
money market and the capital market “to relatively 
small changes in the interest rate structure, and to any 
uncertainty concerning the future direction of rates 


' created by such changes, in terms of readiness to make 


funds available for expansion.”} 


The believers in this approach felt that it was con- 
sistent “with very moderate fluctuations in the cost of 
servicing the debt, and would not contemplate nor 
require large changes in the prices of outstanding 
government securities.” However, it was not until 
December, 1949, that they contemplated the possi- 
bility of “temporary declines in prices (of government 
securities) below par.” In December, 1949, President 
Sproul told a Subcommittee of the Joint Committee 
on the Economic Report that a commitment, express 
or implied, to support all government securities at par 
at all times “would make any pretense of credit policy 
over the long run ridiculous as it would present forms 
of debt management.” This was a significant break 
in official thinking within the Reserve System, a 
change of thought which was rationalized, I surmise, 
on the grounds that the government debt had by then 
become more firmly held and that the backlog of 
postwar capital demands had been largely satisfied. 

Under what sort of conditions the Sproul school 
was prepared to advocate breaking par on govern- 
ment bonds was not made entirely clear, nor was 
there evidence that the Board and the Open Market 
Committee yet shared this general viewpoint. In 
retrospect it took the mounting resistance and ob- 
structionist tactics of the Treasury to crystalize the 
convictions of Reserve System officials on the critical 
question of par support and a fixed 244% long- 
term rate. 

The controversy over par support and rate flexibil- 
ity quieted down during the business recession of 1949 
when the monetary authorities embarked upon a 
series of steps designed to ease credit. On June 28, 
1949, the Federal Open Market Committee, after 
consultation with the Treasury, announced that “with 
a view to increasing the supply of funds available in 
the market . . . it will be the policy of the committee 
to direct purchases, sales and exchanges of govern- 
ment securities with primary regard to the general 
business and credit situation. . . .” There was much 
conjecture as to whether the flexibility implied by this 

1Allan Sproul, “Changing Concepts of Central Banking,” in 
“Money, Trade and Economic Growth,” The Macmillan Company, 
1951, p. 321. 

2Statement of Allan Sproul, Hearings before the Subcommittee on 
Monetary, Credit and Fiscal Policies of the Joint Committee on the 
Economic Report, 81st Congress, 1st Session, September, November, 
December, 1949, p. 433. 
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statement would apply in periods of inflation as well 
as deflation. In any event the policy remained obscure. 

It was in connection with the refinancing of the debt 
maturities in December, 1949, that the Reserve Sys- 
tem and the Treasury fell into open disagreement. 
Governor Eccles, in a letter of December 1, 1949, 
charged that the “views of the Federal Reserve Board 
and the Open Market Committee regarding debt- 
management policies are seldom sought by the Treas- 
ury before decisions are reached” and that “decisions 
are apparently made by the Treasury largely on the 
basis of its general desire to get money as cheaply as 
possible.””! 


Increasing Friction 


The friction between the Reserve System and the 
Treasury increased during 1950 when the System early 
in the year again embarked on a program of restrict- 
ing the availability of Federal Reserve credit by re- 
ducing Reserve Bank holdings of government securi- 
ties. With the outbreak of the war in Korea and the 
intensified credit demands of private borrowers, the 
Reserve System resolved to adopt further measures 
to restrict the availability of Federal Reserve credit. 

On August 18, in announcing an increase in discount 
rates, the System declared it was prepared “to use all 
the means at their command to restrain further expan- 
sion of bank credit consistent with the policy of main- 
taining orderly conditions in the government securi- 
ties market.” In the face of this policy the Treasury 
proceeded with announcements of its refunding oper- 
ations on terms obviously inconsistent with the Re- 
serve System’s contemplated program of market rate 
adjustments designed to minimize Reserve System 
purchases of government securities. 


TREASURY'S ATTITUDE 


The controversy reached a new climax on January 
18, 1951, when Secretary of the Treasury Snyder in a 
public address declared that the Treasury Depart- 
ment had concluded, after a joint conference with 
President Truman and Chairman McCabe of the Fed- 
eral Reserve Board, that the refunding and new 
money issues of the Treasury would be financed within 
the pattern of a 242% rate. The Secretary also denied 
that “small increases in the interest rates on govern- 
ment borrowed funds had a real or genuine effect in 
cutting down the volume of private borrowing and in 
retarding inflationary pressures. The delusion that 
fractional changes in interest rates can be effective in 
fighting inflation must be dispelled from our minds.” 


CEA'S VIEWS 


The Treasury’s objections to flexibility in monetary 
policy were also shared by the Council of Economic 


1See Hearings before the Subcommittee on Monetary, Credit and 
Fiscal Policies of the Joint Committee on the Economic Report, 
September, November, December, 1949, p. 223. 
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Advisers. Perhaps the most noteworthy statement 
was that by the Council before the Joint Committee 
on the Economic Report in January, 1950. 


“Our view is that low interest rates are always desirable. 

In periods of inflation they have the undesirable collateral 

consequence of contributing to inflationary forces, but 

even then they have the economic advantage of facilitat- 
ing the expansion of productive capacity which is the 
best road to stability. . . . We would retain the advan- 
tages of cheap money and adopt other measures to curb 
inflationary forces. In extreme cases, as in 1947-48, we 
would tighten the availability of credit by pressure upon 
bank reserves under the plan adopted by the Federal 

Reserve Board at that time, but we would hold the re- 

sulting trend to higher interest rates within narrow 

limits.” 

On November 20, 1950, Messrs. Keyserling and 
Clark of the council amplified their views in a letter 
to the chairman of the Joint Committee on the 
Economic Report. They reiterated the view that “in 
the long run the basic solution to the shortages which 
initiate or aggravate inflation is to increase the supply 
of goods.” The council opposed general monetary 
control on the further ground that they increased the 
cost of new capital indiscriminately. The council 
favored the use of selective controls, including the re- 
striction of credit for inventory buying. Rate fluc- 
tuations on government securities were criticized for 
their “meager performance as an anti-inflationary 
device.” 

These were the pre-March 3 accord views toward 
the use of monetary controls. Hope that there could 
be any reconciliation or meeting of minds disappeared 
following the White House conference on January 31 
with the Board of Governors of the Federal] Reserve 
System and the Federal Open Market Committee 
and the subsequent disagreement with the President 
as to the understandings reached at that meeting. 

The President’s conference of February 26 at which 
the Secretary of the Treasury, the chairman of the 
Federal Reserve Board, the director of Defense Mo- 
bilization and the chairman of the Council of Eco- 
nomic Advisers were asked “to study ways and means 
to provide the necessary restraint on private credit 
expansion and at the same time to make it possible 
to maintain stability in the market for government 
securities.” This appeared further to preclude the 
possibility of any accord save through Congressional 
mandate, particularly in the light of the President’s 
statement that he hoped that “while this study is 
under way no attempt will be made to change the in- 
terest rate pattern, so that stability in the govern- 
ment security market will be maintained.” 

No wonder that the joint announcement on March 3 
of an “accord” was as completely unexpected as it 


"Hearings before the Joint Committee on the Economic Report, 
81st Congress, 2nd Session, “January 1950, Economic Report of the 
President,” January, 1950, p. 68. 


was welcome. The joint statement on March 3 by the 
Secretary of the Treasury and the chairman of the 
Board of Governors of the Federal Reserve System 
read as follows: 


“The Treasury and the Federal Reserve System have 
reached full accord with respect to debt management and 
monetary policies to be pursued in furthering their com- 
mon purpose to assure the successful financing of the 
government’s requirements and, at the same time, to 
minimize the monetization of the public debt.” 


The reference to “successful financing” of the govern- 
ment’s requirements and to “minimizing the monetiza- 
tion of the public debts,” rather than to the “stabil- 
ization” or “maintenance” of the government securi- 
ties market “at present levels,” represented a subtle 
shift in emphasis. A separate collateral announcement 
by the Treasury of the offerirg of a new type of non- 
marketable 234% bond in exchange to holders of out- 
standing 242% bonds indicated that the old rate 
structure was to be broken. However, this gadget was 
essentially a device for cushioning the decline in bond 
prices by enabling the holders of certain outstanding 
214% bonds to exchange them at par for the new 
234% bonds and thereby avoid the capital loss they 
would have experienced if no exchange had been of- 
fered when support was withdrawn from the market. 

Shortly after these announcements, Federal Re- 
serve support was withdrawn from the government 
securities market, and after the first three trading 
days, March 4-7, prices of long-term bonds were al- 
lowed to break par and yields to rise through the 
entire list of maturities. 


MEANING OF THE "ACCORD" 


The bearing of the “accord” on the future conduct 
of monetary policy is not easily deduced. Shortly 
after the accord was reached, a new chairman, Wil- 
liam Martin, Jr. (who, it should be noted, is gener- 
ally credited with the key role in achieving the accord) 
was appointed to the Board of Governors of the Re- 
serve System. His replies on March 19 to questions 
by the Committee on Banking and Currency consid- 
ering his nomination indicate that the “accord” left 
considerable room for differences of opinion as to how 
far it was possible to go in reducing monetization of 
the debt. 

Mr. Martin indicated to the committee that he 
didn’t think the agreement “necessarily breached the 
January 18 address” but that “now market condi- 
tions may make it impossible to work within that 
framework.” 

The Board’s annual report for the calendar year 
1950 (published in June, 1951) refers to the “accord” 
but attempts no interpretation of its significance. The 
Midyear Economic Report of the President makes no 
explicit reference to the accord. Nor has the Secretary 
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of the Treasury evinced enthusiasm. On June 13 he 
was quoted as saying “everything is going along fine. 
We are getting excellent cooperation from the Reserve 
people.” But he was also represented by the press as 
being hopeful of meeting the government’s money 
needs “within the prevailing 244% long-term interest 
rate pattern.’ 

In the Best Light 


The most favorable interpretation of the accord 
was that in breaking par the Reserve System had 
(1) freed itself from any implied commitment to sup- 
port a specific pattern of rates; (2) that rate move- 
ments in the future would be more flexible; and (3) 
that the availability and cost of credit would be gov- 
erned by general economic considerations rather than 
by the desire of the authorities for stability in the 
government securities market. 

Federal Reserve open-market operations since 
March represent the first convincing indication that 
the ambiguous policy statement of June 28, 1948 (viz., 
that purchases and sales of government securities 
would be directed toward controlling the availability 
of bank reserves rather than toward maintaining yields 
on government securities) would govern in a falling 
as well as in a rising bond market. 


During the seven months since the announcement 
of the “accord” a much greater range of rate fluctu- 
ation has been permitted than theretofore. Although 
the market has not been free, a vital element of risk 
and uncertainty has been present which has helped 
restrain the flow of private credit, particularly that 
to finance new housing. (This has been a period in 
which there has been a lull in inflationary pressure 
as measured by commodity prices and inventory ac- 
cumulation and in which until recently the Treasury 
was not a borrower.) Since June, however, there has 
been an incipient tendency for Federal Reserve credit 
to expand even though there has been considerable 
improvement in the long-term bond market aided by 
a more manageable backlog of mortgage commitments. 
In part, this tendency is attributable to the mainten- 
ance of stable conditions in the market in order to 
facilitate Treasury refundings and new borrowings. 


"Orderly Market Conditions" 


There are a number of reasons for believing that 
- the “accord” and the entailed program of rate flexi- 
bility may lose its way in the fog of “orderly market 
conditions,” a phrase which the accord failed to de- 
fine. The concept of “orderly market conditions” is 
not a substantive criterion of monetary policy. This 
concept reflects the viewpoint of operating technicians 
whose major concern has long been stabilization 
of fluctuations for the purpose of facilitating Treasury 
financing. The critical question is under what condi- 


1The New York Times, June 14, p. 41. 
2The Wall Street Journal, June 14, p. 10. 
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tions and in response to what sorts of changes in the 
economic situation is the central bank prepared “to 
act promptly.” The weakness of postwar and pres- 
ent-day central banking policy is its failure to develop 
reasonably clear criteria for controlling the avail- 
ability of central bank credit. 


While fears regarding the government’s credit are 
now less widely entertained, especially since the suc- 
cessful violation of the par fetish, the Treasury’s re- 
financing schedule and its new money requirements 
are still the major consideration in the conduct of 
monetary policy. Flexibility will not become a re- 
ality until a more realistic program of debt manage- 
ment is evolved. This is a phase of the “accord” 
about which relatively little has been said. 

Relative freedom in the government securities 
market was possible last spring because of the gap 
which existed in the Treasury’s refunding schedule. 
Since June, however, the policy followed in refunding 
maturing issues into 9, 11 and 1144 months’ certifi- 
cates and in borrowing new money through Treasury 
bills seems to reflect an unwillingness to evolve a pro- 
gram which will enable the Reserve System to free 
itself from the narrow confines of the present debt 
structure. The decision to refund the September 15 
and the October 1 maturities into two separate issues 
of eleven months’ certificates ignored an opportunity 
to improve the maturity spacing of the debt. 


A Few Requirements 


The first requirement is to consolidate Treasury 
maturities, on quarterly dates; 2z.e., abandon the 
monthly refinancing schedule so that the Reserve Sys- 
tem will have available to it longer periods of time in 
which to foster money market rate flexibility. The 
second requirement is to reduce the size of the float- 
ing debt by gradually funding maturing issues into 
new intermediate and long-term securities. Since the 
end of World War II, there have been only a few iso- 
lated instances of refundings into marketable securi- 
ties of more than one year’s maturity and no case of 
any issue of over five years. 

Apparently the monetary authorities do not be- 
lieve that markets are ever receptive to other than 
short-term securities. This view seems inconsistent 
with the constant reiteration that debt management 
is directed so as to avoid its monetization by the 
banking system and toward placing it in the hands 
of nonbank investors. 

The currently popular rationalization of the use 
of Treasury bills to raise new money runs in terms of 
the availability of surplus funds of business corpora- 
tions and the lack of such surpluses in the long-term 
capital market. This reflects a myopic approach to 
the problem. Business corporations do not constitute 
a new permanent source of funds for government 
financing. Such surpluses as these corporations are 
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presumed to possess represent accruals against future 
tax liabilities, which arise in periods when tax rates 
are being raised. Such surpluses can be tapped tem- 
porarily and once only. It is already evident that 
some part of the new Treasury bills are finding their 
way into the banking system. 

The new money requirements of government will 
commence to grow in the latter half of calendar 1952 
when it would be well to free the calendar of the 
necessity of frequent refinancing of maturing obliga- 
tions. Without a carefully planned program of public 
debt management there can be little basis for believ- 
ing that the environment will be favorable to the evo- 
lution of the flexible monetary policy envisioned by 
the March 3 accord. 


A planned program of debt management is long 
overdue. As Woodlief Thomas concluded in his ex- 
cellent article, “Lessons of War Finance:” 

“The objective of economic policy should be to 
adopt fiscal, debt-management and other measures 
which will reduce the need for bond-market support 
in periods of expansion rather than to rely upon such 
support to make the task of debt management 
easy.”+ 

Failure to adopt appropriate fiscal and debt manage- 
ment policies will inevitably lead to the regimenta- 
tion of private credit through selective credit controls 
and asset controls over financial institutions. 


1Woodlief Thomas, “Lessons of War Finance,”’ American Economic 
Review, September, 1951, p. 63. 


ALL QUIET WITH PAYROLL STATISTICS 


HE NEWS on labor statistics is that there has 

been no news. But the lack of dramatic changes 

is in itself noteworthy. Consumers’ prices and 
wages have shown marked stability since early this 
year. 

Harbingers of a fall pickup in business generally 
and defense production particularly are beginning to 
appear in greater number. Signs of restlessness in 
union ranks are also on the increase and this may well 
be the lull before the storm. Price stabilizers have 
bestowed their benediction on higher car prices despite 
the anguished cries of well-stocked dealers. With 


most prices still below ceiling, there is considerable 
slack to be taken up even before pressure is brought 
to bear on present ceilings. All in all, this period 
of quiescence may be misleading, particularly if there 
is acceleration of the defense program. That, coupled 
with the possible rise in taxes, may point to resump- 
tion of the upward spiral. 

Consumers’ prices rose slightly in August according 
to THe ConFerENCcE Boarp’s ten-city index. These 
ten cities comprise about two thirds of the weighted 
total for the regular 54-city series. The small rise 
that took place from mid-July to mid-August re- 


Consumers’ Price Index for Fifty-four Cities, and Purchasing Value of the Dollar 
Index Numbers, January, 1939=100 


Weighted Clothing Fuel? . * H 
Date Average of| Food Housing! fone Sundries Male. oe 
Neng Total Men’s Women’s Total Electricity Gas ee the Dollar 
1950 August............. 165.2 213.5 115.9 143.9 158.0 132.0 130.4 90.4 101.4 153.4 158.4 60.5 
September.......... 166.1 214.6a| 116.0 146.3 159.7 135.0 131,2 90.4 101.4 156.3 159.0 60.2 
October v.02 cos ve. 166.3 213.56) 116.3 147.4 161.4 135.6 132.0 90.4 101.4 160.4 159.4 60.1 
November.......... 167.2 214.8 116.4 148.9 163.3 136.7 132.3 90.4 101.2 163.3 160.1 59.8 
December........... 170.1 221.5c} 116.9 150.4 165.4 US YE Hs 132.4 90.4 101.2 165.9 161.4 58.8 
Annual average......| 163.4 208.8 115.6 144.7 158.4 133.2 130.5 90.4 101.8 153.0 157.6 61.2 
1951 January............ Wiese 225.9 1751 152.7 169.1 138.9 182.6 90.4 101.1 169.5 162.0 58.1 
Hiwite~soneues0de 174.7r| 231.38r; 118.17] 154.5 bal ae 140.3 134.7 90.9 101.0 172.2 162.5 57 .2r 
March eitcretloarsisre rere 174.17} 229.0r) 118.3r} 154.8 171.6 140.5 184.7 90.9 101.0 172.8 162.7 57.4r 
ADULlg cpt oats outs 174. 4rjd 228.7r| 119.87) 155.1 171.9 140.9 134.7 90.9 101.0 173.1 163.2 57.3r 
Mayiticiciescskaee 175.1r| 230.9 119.97} 155.0 hey 140.6 1382.8 91.1 101.3 ized 163.4 57.1 
AUUME Re eiswere carts n os 175.2r} 231.1le} 120.17] 154.9 172.8 139.8 133.5 90.9 101.4 173.2 163.3 57.1 
Mulyancimniete seer ahs eee 232.9r| 121.67) 154.97) 172.7r| 189.8 133.9 90.9 101.4 173.47r| 163.6r 56.8 
ATIglIst ca ih nick iete® 176.3 932.7 122.3 155.1 173.6 139.5 134.3 91.0 101.3 172.3. 163.7 56.7 
Percentage Changes 
July, 1951-Aug., 1951..... +0.1 =O) 1 +0.6 +0.1 +0.5 a +0.3 +0.1 -0.1 -0.6 0.1 
Aug., 1950—Aug., 1951..... +6.7 +9.0 +5.5 +7.8 | +9.9 +5.7 | +3.0 +0.7 -0.1 |] +12.3 ee te 
1Rents surveyed quarterly for individual cities, bBased on food prices for October 16, 1950. e Based on food prices for June 14, 1951. rRevised, 


*Includes electricity and gas. 
aBased on food prices for September 14, 1950, 


c Based on food prices for December 14, 1950. 
dBased on food prices for Apri! 16, 1951. 


J Based on food prices for July 16, 1951. 


BUSINESS RECORD 


flected higher rentals and fuel prices. The important 
food component was unchanged over the month. 
Small declines were recorded for housefurnishings, 
which had shown the largest rise over the period since 
the invasion of Korea. 

Notwithstanding the small increases in recent 
months, the index is still on the plateau reached 
last February. The total advance since that date 
has amounted to less than 1% against a rise of 5.5% 
in the first six months of the Korean conflict. The 
total increase since July, 1950, therefore, adds up to 
8.67%. From August of last year to August of this 
year, the rise in consumers’ prices was 6.4%, accord- 
ing to the ten-city index average. 


WAGE AND HOUR TRENDS 


The change-over from a peacetime economy to de- 
fense production is reflected in the statistics on hours 
and wages. The work week for production workers 
in soft-goods manufacturing dropped in August to 
the lowest point in any August in over a decade ex- 
cept for 1949. The work week in nondurable goods 
manufacturing was 39.1 hours in August—down from 
39.3 in the previous month and well below the 40.5 
for August, 1950. This decline mirrored shorter work 
weeks in food, textile mills, petroleum and chemicals. 

In contrast, producers of hard-goods manufactures 
stepped up their work week from mid-July to mid- 
August. All industries covered except the miscellane- 
- ous category are working weeks of more than forty 
hours. Over the month, instrument workers, elec- 
trical machinery, machinery other than electric, lum- 
ber and wood products, and furniture all reported 
appreciable gains. Ordnance makers showed a small 
decline but still report the longest work week for 
any of the industrial groups covered. 

Average weekly earnings of $64.72 were off some 
16 cents from mid-July earnings but were still more 
than $4 above year-earlier pay checks. The August 
level was still below the record of $65.32 established 
in July. Durable goods advanced from $69.21 in 
July to $70.26 in August, while the nondurable group 
declined from $58.44 to $57.87. Weekly earnings in- 
clude premium payments for overtime as well as shift 
differentials and other premium payments. 

Comparisons with August of last year show that 
_ the durable goods group chalked up a gain of almost 
$6, or more than two and one-half times the increase 
for nondurable goods manufacturing. Average hourly 
earnings were unchanged from mid-July to mid- 
August at $1.60. 

September employment statistics reflected the 
usual seasonal influences. A decline of more than a 
million workers from early August to early Septem- 
ber was accounted for largely by the withdrawal of 
students from summer jobs, with a small part of the 
reduction resulting from other influences. Early in 
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September there were 61.6 million employed, com- 
pared with 62.6 million in August and 61.2 million 
in September, 1950. 

Unemployment of 1.6 million was about the same as 
the August total, but 750,000 below year-earlier levels. 
Nonagricultural employment of 54.1 million remained 
at about the same total that has prevailed since the 
early part of the year. In contrast, last year at this 
time there was a sharp upward thrust in the number 
employed outside agriculture. 

Employment of women dropped off more than 
100,000 from August to September. A rise in the 
number of women employed in agriculture was more 
than offset by a decline in the number of females in 
nonagricultural industries. Compared with Septem- 
ber, 1950, however, they still show a gain of approxi- 
mately 800,000. For the same period, the number of 
males employed dropped off by about 400,000. 

Agricultural employment of 7.5 million in early 
September was still under the corresponding 1950 
month by 285,000. On the other hand, it is running 
closer to year-ago totals than it did in earlier months 
of this year. 

Hiring of new workers in August failed to pick up 
much from the slow rate reported for July. The usual 
sharp seasonal increase did not occur. Only 44 new 
workers were hired for every 1,000 on factory payrolls. 
The Bureau of Labor Statistics reports that this was 
the lowest rate in over a decade excepting 1949 when 
the rate was the same. Accessions in August did not 
equal the combined aggregate of layoffs, quits and 
other separations, which were at the rate of 52 per 
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SELECTED BUSINESS INDICATORS 


(Annual statistics appear in ‘““The Economic Almanac 1951-1952,” pages 230, 231) 


Item 


Industrial Production 
otali (ERB) a(S) Seceeeee eee 
Manufacturing (FRB) (S)........ 
Durable goods (FRB) (S)....... 
Steel Mee once acemises mension 
Pig aroneyccccs sac omens wees 
Copper (refined).............. 
Lead (refined)..............-- 
Zinek(slab)inc aoe. cock tees eee 
Glass containers.............- 


Machine tools!............... 
Machinery (FRB)...........- 
Transportation equip. (FRB). . 
Automobiles, factory sales..... 
Nondurable goods (FRB) (S)**.. 
Cotton ier 856 a Sea 


Ra yonsyarnian game dese cer oe 
Food prod., mfd. (FRB) (S)... 
Chemicals (FRB) (S)........- 
Newsprint, North American... 
Bapergacte stvessisis.c sys sine sents 
Paperboard syencicr.. sc ces we 
Boots and shoes..............- 
Mining (FRB) (S).............-- 
Bituminous coal.............. 
Ambthractt€ se asriocs os +24 ecole es 
Crude petroleum’............. 
Electric powert..............0000- 
Construction se aera. ont 5 cio ite 


Distribution and Trade 
Carloadings, total**............... 
Carloadings, miscellaneous**........ 
Retail sales (S).........2.0-..002 
Department store sales (S)......... 
Variety store sales (S) 
Rural retail trade (S)............. 
Grocery chain store sales (S)’....... 
Magazine advertising linage........ 


Cr a ey 


Commodity Prices 
All commodities (BLS)............ 
Raw materials.................. 


Manufactured products.......... 
Farm products................:. 
Foods 


eee eee reer s secre ese er eee neee 


Securities 
Total stock prices (Standard & Poor’s) 


seer eee ee eee ress eseeseee 


Witilities Srlve caste ce Sees eras 
Total no. shares traded N. Y.Stock Ex. 
Corporate bond yields (Moody’s). . . 

Financial Indicatore 
Bank debits, outside New York City® 
New capital corporate issues 
Refunding issues.................. 
Comm., industrial and agric. loans‘. 
Total personal income (S)*......... 
Money in circulation, end of month. 
Defense expenditures” 


i a ed 


Budget surplus (++) or deficit (-)4. .| 


SAdjusted for season variation 
combination chain store sales 8140 centers 
Activities, Coast Guard, Defense Production 
dPercentage change 7 months 1950 to 7 months 


1Shipments 
®Annual rate 


1951 


Unit 


1935-39 = 100 
1935-39 = 100 
1935-39 = 100 
000 net tons 
000 net tons 
net tons 

net tons 

net tons 

000 gross 
million bd. ft. 
1945-47 = 100 
1935-39 = 100 
1935-39 = 100 


units 

1935-39 = 100 
000 bales 
million pounds 
million pounds 
1935-39 = 100 
1935-39 = 100 
short tons 

% of capacity 
% of capacity 
thous. of pairs 
1935-39 = 100 
000 net tons 
000 net tons 
000 barrels 
million kwh 
million dollars 
000 dollars 


thousand cars 
thousand cars 
million dollars 
1935-39 = 100 
1935-39 = 100 
1935-39 = 100 
1935-39 = 100 
thous. of lines 


1926 =100 
1926 = 100 
1926 = 100 


1935-39 = 100 
1935-39 = 100 
1935-39 = 100 
1935-39 = 100 
thousands 

per cent 


million dollars 
000 dollars 

000 dollars 

million dollars 
billion dollars 
million dollars 
million dollars 
million dollars 


2Consumption 


eEstimated 


1951 1950 Percentage Change 
Latest Latest 9 Months, 
Septemberp | August July June September cares a $ ‘Mostha, 
Month Ago Year Ago 1950 
220 218 W138 |r 221 211 +0.9 +4.3 +13.2 
230 OZ Om 223 |r 231 220 +0.9 +4.5 +13.3 
Q273 | r 269 |r 266 | r QTA 951 +1.5 +28.8 +19.7 
8,644 8,734 8,679 8,657 8,205 -1.0 +5.4 +9.2 
5,890 6,063 6,070 5,978 5,697 2.9 +3 .4 +9 .6 
74,104 79,613 93,258 105,127 111,842 -6.9 $3.7 —5.9 
n.a 31,756 44,864 39,952 47,242a —29 .2 —$2.8 -5.3¢ 
70,623 74,035 78,955 77,679 71,057 4.6 —0.6 +3.0 
n.a 10,575 10,355 10,489 9,133a4 42.1 +15.8 +22 6c 
n.a 3,584 3,147 3,660 3,950a +13.9 rs +4.3¢ 
n.a 177.3 144.7 |r 182.8 95.7 +22.5 +85.3 +111.3¢ 
n.a 332 327 r 338 279 a +1.5 +19.0 +31.2¢ 
n.a. 308 r 299 307 287 al +3.0 +7.3 +22 .5¢ 
n.d. 426,932 381,407 482,029 682,782 +11.9 87.5 -10.6c¢ 
195 194 |r 189 | r 197 194 +0.5 +0.5 +7.1 
ie 754 767 819 970 —4.3 —25 5 +10.1 
n.a n.a 29.8 42.9 41.6 -30.5 —28 .4 -13.5d 
57.3 |r 69.8 78.8 83.5 79.0 -17.9 2.5 -1l.1 
n.a 163 |r 164 165 168a —0.6 -3.0 +1.le 
n.a 307 |r 304 302 269 +1.0 +14.1 +16.2¢ 
518,118 580,622 540,896 558,405 523,990 -10.8 =i +5.4 
94.8 98.9 89.4 100.2 96.1 4.1 =i +4.2 
86 94 84 103 96 8.5 -10.4 +7.5 
n.a 41,958 31,757 36,669 48,770. +32.1 -14.0 —2.1¢ 
166 |r 165 |r 156 |r 165 163 +0.6 +1.8 +12.9 
42,689 |r 47,065 33,945 43,480 47,297 -9.3 yy +5.9 
3,178 |r 3,514 2,770 3,743 3,835 -9.6 sah i —11.4 
6,270e 6,220e| r 6,14] 6,130 5,888 +9.8 +6.5 +16.2 
1,022 7,098 6,739 6,778 6,370 -l].1 +10.2 +13.5 
1,083 1,263 1,380 1,409 1,287 —14.3 =o. +12.8 
229,290 229,143 344,660 256,772 239,883 +0.1 —4.4 +20.4 
830.9 824.6 761.0 817.5 845.5 | +0.8 ct Wf +6.6 
394.7 385.6 366.8 391.1 393.3 +2.4 +0.4 +7.2 
n.a, 12,075 11,816 11,925 12,682a +2.2 4.8 +6.5¢ 
312 r 319 309 302 320 ae 2a +3.3 
n.a. 248.0 )r 247.0 |r 238.4 236 . 9a +0.4 +4.7 +7.6¢ 
ate 321.6 329 .2 323 .6 335 .0a —2 5 —4.0 -8.6¢ 
Ned. 452.0 |r 446.2 |r 439.4 402 .2 +1.3 +12.4 +14.8¢ 
4,845 3,934 3,260 3,221 4,505 +23 .2 +7.5 +4.6 
177.6e| r 178.0 179.5 |r 181.7 169.5 —.2 +4.8 +14.7 
ede 187.5 |r 189.9 194.7 179 .1a' 13 +4.7 +16.5c¢ 
TG 170.0 |r 174.0 |r 180.0 159 3al 200 +6.7 +23 .0¢ 
n.a. 174.5 L775, EN P1505 161 . 2a) 0:3 +8.3 +14.9e 
190.2e}r 190.6 194.0 198.6 180.4 als +5.4 +18 .6 
188 .4e 187.3 186.0 186.3 177.2 +0.6 +6.3 +14.3 
n.a, 206.3 206.7 206.6 190.8 72 +8.1 +10.5¢ 
187.3 181.5 172.8 171.7 151.7 +3 .2 +23.5 +22.5 
205.2 198.3 188.1 186.9 163.3 +3.5 +25.7 +25.3 
152.8 147.1 139 . 4 141.6 125.1 +3.9 +221 +33.1 
115.8 114.4 111.5 110.2 104.9 +1.2 +10.4 +3 .4 
n.a. 42,912 36,744 34,817 49,771a +16.8 SSIES —5.0¢e 
3.08 3.12 3.17 3.16 2.86 all 3 arilot! +6.5 
66,359 69,827 67,532 72,110 65,197 -5.0 +1.8 +17.7 
n.a. 247,779 476,911 711,145 271,729a —48 .0 -8.8 +28 .2c¢ 
n.d. 19,778 31,423 56,538 136,538a) =37.1 -85.5 —70.1¢ 
19,861 19,336 19,067 19,128 15,376 oT +29 .2 +36.4 
n.d. Q54.4 |r 252.4 251.0 Q27 ."Ta) +0.8 +11.7 +13 .7c 
28,286 | r 28,155 27,851 27,809 27,161 +0.5 +4.1 +1 ; 9 
2,973 |r 3,368 3,196 2,875 1,155 alee) +157 .4 +136. 1 
—2,615 -3,661 —2,168 +3,510 296 all) ese : 


3Average daily 
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4Average weekly 
2 Includes federal budget expenditures for 
11New series; data are cumulative from July 1 


i ) n.a.Not available 
loaded, **The series on consumption of cigarettes formerly shown under this heading, 


5F. W. Dodge 
Defense De 
1 aAugust, 1950 
pPreliminary *Value as traffic indicator sub 
has been dropped. Data are available from th 


bh uly, 1950 


SEngineering N. ews-Record—average weekly 


r 7Grocery and 
t., Atomic Energy Comm., Mutual Defense Assistance, Mailtime 


cPercentage change 8 months 1950 to 8 months 1951 
Ject to variations in length of haul and amount 
e Treasury Dept. or the Dept. of Commerce, 


DO YOU HAVE INVESTMENTS IN 
ANY OF THESE PLACES? 


Algeria 
Anglo-Egyptian 
Sudan 

Angola 
Argentina 
Australia 
Austria 
Azores Islands 
Belgian Congo 


Then you should consult 


“OBSTACLES TO DIRECT 
FOREIGN INVESTMENTS” 


(Technical Papers, No. 2) 
Fifty per cent of companies surveyed find 


Belgium foreign import and export quotas their 
Bolivia main obstacle to investment abroad. 
Cari These and other barriers are treated 


country by country. If you are an 
Associate, send for your copy 
of this valuable study. It will 
be sent only upon your 
written request. 


British Cameroons 
British East Africa 
British Guiana 


Cameroon 

Canary Islands 

Chile France India 
Colombia French Equatorial Indonesia 
Costa Rica Africa Israel 

Crete French Guinea Italy 

Cuba French Morocco Ivory Coast 
Dahomey Gambia Jamaica 
Denmark Germany Japan 
Dominican Republic Gold Coast Liberia 
Ecuador Greece Libya 

Egypt Greenland Luxembourg 
Eire Guatemala Malaya 

E!] Salvador Haiti Madeira Islands 
Faroe Islands" Honduras Mexico 
Finland Hong Kong Mozambique 


Netherlands 

New Zealand 

Nicaragua 

Nigeria 

Norway 

Pakistan 

Panama 

Paraguay 

Peru 

Philippine Islands 

Portugal 

Portuguese Guinea 

Puerto Rico 

Rhodesia 

Saudi Arabia 

Senegal 

Sierra Leone 

South West Africa 

Spain 

Spanish Morocco 

Spitzbergen 

Sweden 

Switzerland 

Togo 

Tunisia 

Turkey 

United Kingdom 

Union of South 
Africa 

Uruguay 

Venezuela 


*Or are you interested in investing? 


FOR THE RIGHT FACTS... 


And the latest, as well. In this eleventh 
edition of The ECONOMIC ALMANAC 
are assembled a quarter-million facts and 
figures . . . in nearly 800 easy-to-under- 
stand tables . . . with the information 
you need on business, finance, labor and 
government. 


Over 800 pages present the latest avail- 
able data on, for example: 


¢ individual industries © foreign statistics 
® executive compensation © population 
¢ foreign trade ® government spending 
@ production © taxes © wages 
© consumption ¢ investments © employment 
® savings © personal income ® manufacturing 
¢ national income ¢ prices and profits © dollars abroad 


Copies of this valuable book should be in the hands of ali your 
senior and junior executives. For this is a uniquely comprehensive 
fact book and one you can scarcely afford not to have on the desk 
of every executive in your organization who must make special 
analyses . . . prepare speeches, reports and memoranda . . . who 
must have the facts to meet given situations. 


We urge you to make the widest possible use of this new edition of 


THE ECONOMIC ALMANAC 


